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PREFACE 


Lv the present: revised edition, besides brinoint^’ fncts and lig-iires 
up to date, we have found it necessary to make extensive changes 
alfecting- almost every chapter. Chapter II, ‘Imperial Preference’, 
has been replaced by a new chapter, ‘Ottawa and other 'i'rafk; 
■Agreements’, whiclr now appears at the end of the volume. In 
the^iapler 'Indian Industrie.s; old and new’, recent developments 
in the various industries have been incorporated, special attention 
being paid to the important changes alfeeting the cotton textile 
industry. In Chapter III, ‘industrial Labour’, further progress 
made by labour legislation in recent years on the lines recommended 
by the AVhitley Commis.sion has been noted. In Chapter IV, ‘The 
National Dividend’, the results of the Bowley-Rolrcrtson inquiry 
have been summarized. In Chapter V, ‘Transport’, the additions 
made relate to the new Federal Railway Authority and the problem.s 
of rail-road competition lancl transport co-ordination policy. In 
Chapter VI, ‘The Trade of India’, a short account ha.s been given 
of the world economic depression and its elfects on the external 
trtide of India; and further particulars regarding India’s balance 
of payments and inland trade have been included. In Chapter VIII, 
‘Currency and Exchange’, we have reviewed recent developments 
with regard to the cjue.stion of gold export.s, the agitation against 
the sterling link and in favour of devaluation, and the considerations 
affecting the present and future monetary .standard of India. In 
Chapter IX, ‘Prices in India’, the recent slump in prices has been 
itnalyscd more fully, and ihc present trend of prices in Imlia and 
the principal foreign countries indicated. Chapter X, ‘Banking and 
Credit’, has been thoroughly overhauled and enlarged, the enlarge- 
ment being mainly due to the inclusion of new topics such as the 
constitution, functions and working of the Reserve Bank of India, 
and the relation between the Reserve Bank and Indian agricultural 
fimmce. In Chapter XI, ‘Finance and Taxation’, recent Indian 
fmaaclal history has Ijceu surveyed and the question of federal 
fijiance fully dealt with, with special reference to the Niemeyer 
Award. At the end of Chapter XI I, ‘Unemployment’, a special 
Apiamdix dealing witli the recommendations of the Uhited Provinces 
(.Sapru) Unemployment Enquiry Committee (iq:?5) lias , been 
included. 

G. il. Jathar 

S. G. Beri 

'^ovembur, zgj6 
II— E';. 
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CHAPTER I 

INin/vSTRIALIZATION: MEANS AND METHODS 


§1. Protection as a help towards industrialization ^Tlie people 

in tliis country have always looked to the State for leading the 
nation into new paths, and the extreme form of individualistic 
philosophy which once dominated popular thought in England and 
whiclji regarded all State interference as ‘mere vanity and vexation 
of spirit’, never had much following here. And it is all the less 
likely to gain adherents in India now that it stands largely dis- 
credited in England itself. The State will, therefore, be called 
upon actively to interest itself in the matter of industrialization and 
take the initiative in devising and enforcing measures calculated to 
promote it. The first place among these measures is generally 
Eiccorded to a definitely protective tariff. 

§2. The main argument for protection in India,— In support 
of the policy of protection for India, the main emphasis is generally 
placed on what is called the infant industry argument. It is assumed 
that under protection a large number of industries will spring up 
and, if assured of reasonable profits during the early years of 
development, they wilt rapidly grow in strength and efficiency so 
that they will be able eventually to dispense with all artificial aid, 
and that the loss entailed during the initial stages of development 
will be more than covered by the ultimate advantage to the nation. 
The Fiscal Commission quote with approval the following words of 
Frol'essor A. C. Pigou, pointing out their obvious applicability to 
India: ‘The case for protection with a view to building up produc- 
tive power is strong in any agricultural country which seems to 
possess natural advantages for manufacturing. In such a country 
the immediate loss arising from the check to the exchange of native 
produce for foreign manufactures may Avell be outweighed by the 
gain from the greater rapidity with which the home manufacturing 
power is developed. The “crutches to teach the hew manufactures 
to walk”, as Colbert called protective duties, may teach them this 
so much earlier than they would have learnt it, if left to themselves, 
that the cost of the crutches is more than repaid.’^ 

§3. Protection and diversification of industry.— The development 
of a varied type of industry is In itself a desirable goal as afibreiing 
a field for the employment of different grades of skill and as having 
a salutary influence on the, national character, and in so far as 

‘ Fiscal Cominisston Report, par; 74, 
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protection leads to such development we have another argument in 
its favour. It would, however, seem needless for this country to 
undergo any special sacrifice for the express object of securing a 
suflicient diversification of industries, as this object will be inciden- 
tally fullilled even if protection is extended only to those industries 
which will eventually be able to discard it. 

§4. Protection and national self-sufficiency. — Protection is some- 
times advocated on the ground that it can be used for making a 
country economically self-sufficient. It may, however, be pointed 
out that tho.se who arc in favour of protection are also for cnccw.irag- 
ing exports by every possible means. But this is clearly 
incompatible with the ideal of self-sufficiency as imports must 
increase pari passu with exports. Apart from this consideration, 
it may be questioned whether national self-sufficiency is any more 
desirable an ideal than individual self-sufficiency. As Dr Edwin 
Cannan remarks, ‘the superlative protectionist is the hermit who 
declines to buy anything from his neighbours’.^ And a hermit 
nation is no more worthy of admiration than a hermit individual. 
A nation which refuses to buy anything from other nations must 
cither itself produce all that it needs or must go without some 
things which add to its well-being; in either case there will be a 
loss in terms of welfare. Generally speaking, the ideal of self- 
sufficiency should be pursued only within the limits set by the 
principle of comparative cost, and protection thought of only in 
connexion with those industries in which a country possesses un- 
doubted natural advantages. 

The doctrine of national self-sufficiency is often supported from 
the standpoint of national defence. National safety, it is argued, 
requires that a country should aim at economic independence even 
if this .should entail a permanent burden on the community. It 
may indeed be feasible and desirable to sacrifice economic con- 
siderations and to nurse a few industries for the avowed purpose 
of national defence. And yet it would be sheer folly to try to 
regulate the whole of the normal peace economy on a war basis. 
The fact that India Is a huge country pos.scssing varied resources 
brings self-sufficiency more within the bounds of practicability for 
her than, for example, for a country like Great Britain. Slie 
need not, for example, depend on foreign countries for her food 
supplies. But it is neither possible nor desirable that she should 
be completely independent of. other countries for the .satisfaction 
of all her wants. Even as regards military requisites, not all of 
them can be produced in the country itself and some of them cannot 


Economic Journal . (March 1919), p. 79. 
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be produced except at too heavy a sacrifice. The principle of 
protecting an industry on the ground that it is essential for the 
purpose of national defence is valid enough in a general wav, but 
in every case it will be necessary to weigh the military value of 
the industry against the economic sacrifice required for maintaining 
it, and ‘the final decision must be based on a sense of proportion’.' 

S5. The case of basic Industries. — Basic industries or ‘key 
industries’, that is industries whose products are utilized as raw 
materials, on an assured supply of which the prosperity of a large 
number of important industries depends, have been recognized as 
deserving special consideration. The work of selecting- industries 
for protection on this ground requires particular care and vigilance, 
for almost every industry will demand protection on the plea that 
it is in some sense or other a basic industry, and may get it 
without any justification for such special treatment. The interest.s 
of the consumers are thus liable to be needlessly and recklessly 
sacrificed. 

§6. Protection and public revenue. — ^^\part from rapid industrial 
development, other advantages are also claimed for protection. 
It is said, for example, that protection will have a salutary effect 
on the public revenues. To say the least, however, this is highly 
problematical. If, before levying protective duties, certain com- 
modities were being admitted free of duty, it is obvious that so far 
the income from customs duties -will increase. On the other hand, 
however, the inevitable rise in prices will decrease the taxable 
capacity of the consumers. =* If it is a case of raising an existing 
duty on the imported article for purposes of protection, the effect 
on the revenue will depend on the quantity that continues 
to be imported in spite of the higher duty. If the duty is really 
effective, the imports ought to contract rapidly with correspond- 
ing diminution of revenue. It is conceivable that a very 
high import duty even with a greatly reduced volume of iniport.s 
would happen to be most satisfactory from the revenue point of 
view, but this result cannot . be counted upon. In any case, it 
would always be necessary to make some deduction on account of 
the smaller taxable capacity of the consumers. It is further 
conceivable that protection, by concentrating wealth in the hands 
of a small number of people engaged in the favoured industries, 

' :Fiscal Commission Report, par. 107. 

’ Tfie ri.se in prices will not be limited to the protected commodities but 
will genendly extend to other commodities as well by ‘sympathetic’ action, 
locally produced substitutes for the . imported articles facing the : first to be 
affected by the rise in price of the latter (see Fiscal Commission Report, 
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iiiiiv increase the yield of direct taxes like iacoine-lax (with its 
usual acconipaniinents of exemption of minimum income and 
progression): the larger yield from the hig-her incomes may out- 
rreigh the reclueed yield from the taxes on the smaller incomes, 
direct as well as indirect. The net result of protection on revenue 
depciK!.s on so many complex factors that it is impossible to predict 
with confidence whether the revenue will , gain or lose. 

'I'hese considerations apply to short-period results. If, however, 
we take a sufficiently long period for the protective dutie.s to work 
out their full effects and if we assume that they have been r-gisely 
levied, the public revenue ought certainly to benefit in the long run 
from the enrichment of the country and the greater taxable capacity 
of the people. But we must keep the short-period and long-period 
effects separate, and a country entering upon a protectionist regime 
ought to be prepared for difficulties in connexion with balancing 
Its budget.^ 

§7. Strong sentiment for protection in India. — The policy of 
free trade until recently pursued by Government was particularly 
unpopular owing to tlie suspicion that the open door in India was 
favoured by England, not so much in India’s as in her own interests. 
The way in which Lancashire was allowed to meddle from time to 
time with fiscal and industrial policy in this country strengthened 
this attitude of distrust. Further, the memories of bygone days, 
when India tvas renowned for her manufactures, added poignancy 
to the natural regret felt by patriotic Indians contemplating her 
present insignificant position as an industrial nation. Other coun- 
tries like the United States, Germany, and above all Japan, appeared 
to have prospered exceedingly under, and because of, protection; 
and arguments, however plausible, that their prosperity was mainly 
due to quite other causes and that protection was rather an impedi- 
ment than a help to their industrial development, failed to carry 
conviction. It was pointed out that England herself had discarded 
protection only when her pre-eminence in industry had been securely 
established and that anyhow the beginnings of the free trade regime 
in England aimed at assisting industry by withdrawing protection 
from agriculture. Lastly, since 1915 England herself has been 
drifting steadily into a policy of protection and it now scarcely lies 

in; her mouth to preach free : trade to India. 

The enormous increase of public, expenditure since the War had 
already compelled Government very greatly to increase duties on 

‘ I'or example, the protcqtiort to sugar, te.xtiles and matches having been 
found to entail a loss of revenue, the policy of c.xcise duties on sugm- and 
matches liad to be adopted in the' Budget of 1934-5- 
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imports — a procedure which was unintentionally protective as 
rej>ards many manufactures. Such protection bein^j ‘casual and 
hapliazard’ was bound to carry with it certain undesirable con- 
'seqiiences. It gave shelter without any assurance of a permanent 
policy and not necessarily to industries which deserved it. High 
customs duties intended for revenue but accidentally protective may, 
far from accelerating India's development, actually hinder it very 
serlou.sly, for example by taxing raw materials and semi-manu- 
factured articles. These circumstances may be said to have 
facilitated the advent of conscious and deliberate protection in this 
country. However it was not adopted, and it would have been 
wrong if it had been adopted as a kind of -pis alter. Protection 
was introduced for the positive benefits expected from it and not 
merely as an escape from a system of unintentionally protective 
revenue duties. 

§8. The cost of protection. — ^The doctrine of protection pos- 
sesses a certain persuasive plausibility-, and its appeal is instant to 
the man in the street not accustomed to economic analysis. In 
order, however, that protection should be used to the best advantage, 
it is necessary to have a clear idea of tlie various kinds of sacrifice 
it involves, and an intelligent attempt must be made to minimize 
the sacrifice. In the first place, protection will necessarily increase 
the cost of living. The consumers will suffer as well as those 
industries which are not protected, owing to increase of expenses. 
The burden imposed on unprotected industries is commonly ignored 
and that is one of the reasons why protection finds ready adherents 
amongst the uninstructed public.^ 

Wages may rise with the cost of living but generally they do not 
rise as fast as prices. Although the skilled labourer, especially in 
the protected industry, will benefit, the unskilled labourers, oh ac- 
count of their excessive numbers, will probably be worse off as the 
result of protection. The wages of the agricultural labourer may 
also rise, particularly in the neighbourhood of industrial centres, but 
it is doubtful whether they will quite overtake the increa.scd cost of 
living. As regards the owner-cultivator, his expenses will be greater 
owing to the higlier wages of any outside labour he may employ 
and the higher prices for his implements. On the other hand, he 
will get more for the produce he sells.® But if he has not much 

' ‘For every plus there must be a minus; perhaps people are protectionists 
merely bec.'iuse it is generally easier to see one plus than a multitude of 
minuses.’ — C. H. Oldham’s article ‘Industrial Ireland under Free Trade’ itt 
the Economic Journal (June 1917). ■ 

® There is, however, 'the possibility of a fall of prices of agricultural 
produce due to the curtailment of exports following curtailment of imports 
which protection involves. 
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surplus to sell, he will lose by protection. The middle classes will 
undoubtedly be the losers under a protective system, for their 
incomes will not rise in proportion to or as fast as the increase in 
prices. The middle classes, however, have been the strongest 
supporters of protection in this country. To some extent, no doubt, 
that is because their education and enlightenment enable them to 
take a broad national view of protection. They welcome it in the 
interests of industrial advancement and are prepared cheerfully to 
face tlie harder life which it must mean to them as a class. But 
their enthusiasm for protection is also largely the product of jgno- 
rance and incapacity to realize vividly its inconveniences. When, 
however, it has been in actual operation for some time and pro- 
duces the expected consequence of enhanced prices, it will be 
surprising if the present enthusiasm of the middle classes for 
protection does not sensibly cool off. 

§9. Discriminate protection. — Protection may be described as 
a kind of a purgatory through which the nation must pass before 
reaching the heaven of a well-developed industrialism. We may 
decide, as we have decided in the case of India, that the temporary 
suffering is well worth while, but we must not suppose that pro- 
tection is a painless remedy for industrial backwardness. Being 
essentially an unpleasant remedy, we must take care to use It only 
when, on a balance of considerations, the ultimate advantages 
appear clearly greater than the disadvantages; we must also not 
use it in unduly large doses, that is to say, the rate of the 
protective duty should not be needlessly high; and lastly, we must 
, stop its use as soon as it becomes unnecessary or in case it fails 
to show the good results anticipated from it. This is what is 
meant by ‘discriminate protection’. 

Now that the country has definitely accepted the policy of 
protection, we have all kinds of suitors asking for protection on 
every imaginable pretext.* Discriminate protection, however, while 
giving the necessary stimulus to industrial development will try to 
minimize the burden on the community. It would restrict the rise 
of prices to a minimum by granting protection only to suitable 
industries which satisfy certain necessary tests. It would also seek 
to curtail the period of the burden by making the adoption of 

‘ ‘They tell in the United States!, how a deputation of fruit-giowers once 
wniletl on the President to appeal for a protective duty on bananas. “But, 
gentleiuen,” he, replied in astonishment, “we do not grow bssnanas, where 
would the pi'otection come in?” “It is this way,” was the explanation, “we 
are in the orapge ; trade, and. we feel ■that when a man is filled up with 
bananas he has no room for oranges.” If it he a myth, it is a luminous one.’— 

J. M. Robertson, Trade and Tariffs, p. 278. 
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efBcient methods one of the necessary conditions of admission to 
the benefits of protection. Wise discrimination is essential in the 
best interests of the industries themselves. Hlgb duties indiscri- 
minately levied on imports are likely to stimulate a host of weak 
and inelEcient enterprises. Their inevitable collapse will .shake the 
confidence of capital which is essential for steady industrial progress. 
They are also likely to unsettle labour because it will be attracted 
from the sound to the unsound industries in the period of unhealtliy 
boom caused by indiscriminate protection and will be involved in 
the r^iin sure to overtake them sooner or later. 

§10. Guiding principles of discriminate protection.^Thc follow- 
ing general principles of discriminate protection, as enunciated by 
the Fiscal Commission, have been adopted for guidance by the 
Tariff Board — a body appointed since. 1924 to consider the claims 
for protection put forward by diflferent industries from time to 
time. ‘ , 

(i) The industry must be one possessing natural advantage.s, 
such as an abundant supply of raw materials, cheap power, a 
sufficient supply of labour, and a large home market. No indu.stry 
which does not possess some comparative advantages will be able 
to compete with the successful industries of the w'orld on equal 
terms, and therefore the natural advantages possessed by an Indian 
industry should be analysed carefully, in order to ensure, as far 
as possible, that no industry is protected which will become a 
•permanent burden on the community. 

(li) The industry must be one which, without the help of 
protection, is eitjier not likely to develop at all or is not likely to 
■develop so rapidly as is desirable in the interests of the country. 

(iii) The industry must be one which will eventually be able 
to face world competition without protection." 

Other subsidiary suggestions are that industries subject to the 
law of increasing returns as well as those which promise, before 
long, to satisfy the entire needs of the country should generally 
be regarded as fit subjects for protection. On the other hand, as 
a general rule, an industry which can never meet more than an 

‘It may be noted that while perhaps discriminate protection is a new 
•phrase, the principles embraced by it are not new. 

“ The adoption of this policy of discriminate protection has, according to 
•■some critics, led in practice to an indiscriminate refusal to protect on the part 
of the Government. If, however, it is true that the Government have been 
unduly cautious, the fault of this cannot be laid at the door of the principles 
of ■ discriminate protection .which, as every economist must admit, are un- 
questionably sound. Genuine discriminate protection is obviously opposed not 
only to too much protection but also too little protection. 
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itisignificaiU proportion of the home demand, should not receive 
protection. Protection of one industry may possibly injure another; 
but it should not necessarily be refused to an industiy on this 
ground for there may be a net advantage on the whole. Like 
consumers, the producers also must sometimes be prepared to 
sacrifice their interests when a policy framed in the general intercst.s 
of the country requires it. 

Protection may sometimes have to be resorted to or increased 
as a measure against dumping. When dumping' is clearly proved 
to exist and to be injuring some industry whose prosperity* is a 
matter of national concern, a special dumping duty may be 
necessary. Similar action may be justified against the goods of 
a country whose currency is seriously depreciated, enabling it to 
export them at prices which are excessively low in terms of a 
relatively stable foreign currency. Lastly, bounty-fed articles 
coming from abroad may necessitate special measures of protec- 
tion and there is already legal provision in this country for dealing 
with such a contingency. Act XIV of 1899 provides that ‘where 
any country pays directly or indirectly any bounty upon export, 
the Governor-General-in-Council may, by notification in the Gasette 
of India, impose an additional duty on importation into India equal 
to the net amount of such bounty’. 

In the opinion of the Fiscal Commission the industries that will 
be found to deserve protection will generally be young industries. 
They recognize, however, that occasionally cases may arise where 
protection even to a strong and well-developed industry may be 
justifiable so as to enable it to recover from temporary depression 
due to causes beyond its control. No universal and dogmatic rule 
can, therefore, be laid down as regards the stage of development 
at which protection is ju.stified. 

In the case of absolutely new industries, however, the Com- 
missioners think that it would be running too great a risk to grant 
protection relying on ‘the anticipations of the promoters’ of the 
new venture rather than on actual facts. But even in dealing with 
existing industries, it will not be possible altogether to avoid the 
traffic in anticipations and uncertainties. What the Tariff Board 
will be expected to pronounce judgement upon will be precisely tlie 
anticipation of the applicants for protection that with its help their 
industry will prosper and be able ultimately to stand on its own 
kgs. No doubt, the industry being already established, there will 
be some solid facts to go upon,, making the forecast about its 
future course so far less speculative. The speculative element would 
be greater when it is proposed to extend protection to an industry 
in order that it may develop some new branch. The Coinmi.ssioners 
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do not look with disfavour on the policy of protecting' an industry 
on this ground.^ It is thus clear that the element of uncertainty will 
always be present in a greater or less degree in every case where 
protection is demanded. It may happen, however, that even in the 
case of an absolutely new industry, reliable data available in other 
countries where it has been securely established, may be of such a 
character as to leave no reasonable doubt about its success here. 
The Fiscal Commission think tliat generally in the case of new 
industries, protection will not only be objectionable but unneces- 
sary, „as the financial necessities of Government will compel the 
retention of a general level of fairly high revenue duties and this 
will give all the protection that is necessary at the start. But this 
rather underrates the dilBculties of making a start and loses sight 
of the fact that, in some cases, the beginnings may present far 
greater difiiculties than the later stages of development and may 
require assurance of substantial help from the State before an 
industry, otherwise promising, can be started at all. The principle 
of Government assisting new ventures by providing the necessary 
guarantees for a bank granting accommodation (see vol. I, ch. xiii), 
which has been favourably received in most quarters, is not essen- 
tially different from the principle of giving consideration to them 
with a view to protection. The main point involved in each case is 
whether the industry satisfies the general conditions laid down above. 
However, the Fiscal Commission’s suggestion that bounties should 
be the rule rather than a protective tariff in the case of new indus- 
tries, seems sound because .so long as an industry is not 
supplying any considerable proportion of the total needs of the 
country, a protective duty will entail too heavy a burden on the 
consumer. 

After it is decided to grant protection to an industry, the next 
important question is to settle the rate of protection. Too heavy 
a rate would be wasteful and demoralizing. The industry should 
not be protected so thoroughly that it ceases to exert itself any 
further. What i.s really wanted is a stimulant and not an opiate. 
'I'he test of fixing upon a rate of duty that is just and not too much 
or too little, is most difficult, and in this connexion the question 
of relative costs will demand careful consideration. It will be 
necessary to make sure that the relatively higher costs in India 
are not wholly due to inefficiency or other easily preventable causes. 
Again, for comparing the costs of production in India and foreign 
countries, average firms will have to be taken and not more than 


t See Fiscal Commission Report, par. 
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ordinarily eflicient or more than ordinarily inefficient firms. ^ The 
rale of protection must also be considered in relation to the con- 
venience of the consumer. A high rate may have the advantage 
of bringing about a rapid development, but it may have to be low 
none the Ics.s, .so as to prevent an undue rise of prices, and a 
comparatively slow development may have to be accepted as the 
Ics.scr (,^11.= " 

§ 11 . Dangers of protection. — ^The Fiscal Coramis.sion refer 
approvingly to Lala Harkishen Lai’s maxim, ‘Nurse tlie baby, 
protect the child and free the adult’, as a good summary of the 
.eorrct;t principles of protection. The last part of this dictum, namely 
the freeing of the adult, presents one of the toughest problems of 
protection, because the adult is apt to kick and otherwise make 
himself unpleasant if an attempt is made to ‘free’ him from his 
protectionist fetters which he finds very comfortable on the whole. 
When an industry comes under protection, it will naturally try to 
retain the advantage as long as possible, and one of the methods it 
may adopt is to disguise its prosperity and make a show of infantine 
helplessness. But the danger in this is that it may be taken at it.s 
word and protection may be withdrawn on the ground that the 
industry has not derived any benefit from it. The other method is 
to bring political influence to bear upon the authority invested with 
the power of lessening or withdrawing the duty. To fix a definite 
period for protection at the time of g'ranting it is not practicable, 
because the conditions affecting the industry cannot be counted 
upon to remain unchanged. If conditions are fundamentally 
•changed, it will be necessary to reconsider the position and possibly 
extend the period of protection. 

I'he Fiscal Commission express the view that the only way of 

'To get an idea of the complexity of cost analysis, the reader should 
i-efar to J. C. Goyajec, The Indian Fiscal Problem, pp. 36-7; V. G. Kale, 
Economics of Protection in India; C. ,N. Vakil and M. C. MunShi, Industrial 
Policy of India with Sfecial Reference to Customs Tariff, pp. 82-5; and the 
various reports of the Tariff Board. 

’ In this conne.vion attention may be invited to Article 3 of the Itido- 
British Agreement between His Majesty’s Government and the Government of 
India concluded early in 1935. Under this article, the Government of India 
imdertaUe that the measure of protection to be afforded to an indu.stry .shall 
■only be so much, and no more than, wall equate prices of imported goods 
to fair selling prices for similar goods produced in India. A direction to this 
effect has accordingly been included in the terms of reference issued to the 
■special Tariff Board appointed by the Government of India on 10 September 
'935 lo inquire into and report on the protection to the Indian cotton textile 
industry against textile imports from the United Kingdom, The Board was, in 
former years, given discretion to determine : its o.wn method of arriving at 
adequate protection for an industry. 
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maintaining satisfactory control would be for the Tariff Board to 
review periodically the position of the protected industry and make 
reasoned recommendations as to whether the duty should be 
continued or withdrawn and, if continued, whether the rate should 
be modified. 

To perform this task effectively and without prejudice or favour, 
requires rare intellectual and moral qualities besides a thorough 
knowledge of economic theory and facts. It is, therefore, necessary 
to choose the personnel of the Tariff' Board with the greatest 
possibic care.^ The success of the protectionist experiment depends 
on the manner in which this body works, for the Tariff Board has 
been erected into a kind of de-m ex machina which is expected 1o 
solve every difficulty that will arise in giving practical effect to the 
policy of protection. - 

The real difficulty of the Board will begin tvhen powerful 
vested interests arise under the shelter of a protective tariff’ and 
seek to manipulate it in a selfish spirit and to the prejudice of the 
country in general. The experience of this and other countries 
shows that a competent and honest judiciary can be obtained if 
serious attention is given to the matter, and if a pure judiciary can 
be secured, there is no reason to despair of securing a competent 
and incorruptible Tariff Boai’d. But it is a more difficult matter to 
secure a Legislature and a Government not liable to be influenced 
by particular interests in shaping the tariff policy of the country. 
In most countries which have adopted protection, tariff legislation 
is the resultant of the struggle of interested cliques and rarely 
follows a definite intelligent plan conceived in the interests of the 
country as a whole. The Fiscal Commission, however, point out 
that the danger of political corruption is not so great in India as 

' The present composition of the Tariff Board (September 1935) has failed 
to give unlversai satisfaction and has been criticized in msmy quarters as not 
likely to yield absolutely unbiassed verdicts on the questions referred to it. 

“ Mr N. S. Subba Rao in his Presidential Address at the Indian Economic 
Conference, Allahabad, 1929, suggested that the present Tariff Board in India 
slioiild be converted into a National Economic Board on the lines of permanent 
bodies like the Tariff Commission and the Federal Trade Commission in the 
United States whiclr make investigations as the result of a comprehensive 
plan of action. The Tariff Board may be suitably enlarged and allowed to 
appoint sub-committees and individual expert investigators. It should have 
power to make inquiries and surveys on its own initiative, and submit recom- 
mendations to tho Government from time to time. This would replace the 
present hurried and piecemeal investigations, lead to an orderly economic 
development and facilitate the necessary industrial adjustments in the country. 
.Sir H. P. Mody suggested in Maixh 1936 in the Assembly that the Tariff 
Board procedure should be revised to make it more speedy and effective as 
in the case of the Import Duties Advisory Committee in Great Britain. 
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ill some other countries on account ot the \%'iiietj of interests 
representeci in the Legislature and the important position which the 
agricultural and landed interests will always occupy in the legis- 
lative bodies. This is perhaps taking an unduly optimistic view of 
the situation and imdcrestimating the dangers of political corruption. 
The interests which prosper under protection will be able to com- 
mand larger resources and better organization than the interests 
oppo.sed to them, which would be too varied in character to combine 
effectively. .'Vt the same time all these dangers have to be faced, 
now that the plunge has been taken deliberately. The utmost tpubli- 
city should be given to the investigations by the Tariff: Board into 
the conditions of the industries soliciting special treatment. This 
would reduce the dang-er of corruption, provided the public is 
sufficiently instructed and vigilant. It would be highly desirable if 
consumers also learnt to organize themselves into powerful associa- 
tions and helped to keep protection iwithin legitimate bounds. 

Besides political corruption, another evil to be guarded against 
is the development of combinations of manufacturers which is 
stimulated by protection. Here again it would fall to the Tariff 
Board to make sure whether a combination that may have arisen 
is actually injurious to the country and, if satisfied that such is the 
case, to recommend diminution or withdrawal of protection. 

§12. Protective export duties. — Something has already been 
said in another connexion about the economic effects of restrictions 
on the free export of the raw materials of industry ^ and we have 
seen that export duties cause a disproportionate injury to the 
producer of raw materials without being of appreciable assistance 
to the manufacturers. The duties would have to be very high even 
to produce a comparatively small differeiice in the cost of the 
finished article in favour of the home riianufacturer,, as the co.st of 
raw materials generally forms but a small part of the total cost of 
the manufactured article, and the hardship to the producer will be 
so great as to make unthinkable the adoption of any general system 
of protection on this plan. Moreover, if protection to a particular 
industry is necessary, its burden should rest as far as pos.siblo on 
the shoulders of the whole community. It is a wrong principle to 
penalize only one particular class for the benefit of the protected 
industry. For this reason, as we have already suggested, bounties 
and protective import duties are to be preferred to export duties. 
Another objection to export duties is that they carry with ■ them 
the risk of a loss of the foreign market altogether, as our bittcr 
experience in the ca.se of saltpetre has shown. 

§ 13. Other essentials than protection.— India has adopted pro- 
tection as an essential aid to the speedy development of industries. 
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We cannot, however, merely legislate a nation into wealth and 
prosperity, and protection alone will not convert the medieval 
organization of a country into an iip-td-date modern organization 
as it w'ere by the ivtind of a magician.'- Ex’-en with protection, a 
country may remain for ever economically backward in the absence 
of an adequate development of indispensable adjuncts of modern 
economic life such as tin efficient banking organization, a properly 
developed system of transport, a sympathetic railway and shipping 
rates policy, an elTective marketing organization, an efficient 
systent of commercial and industrial intelligence, adequate command 
-of capital, etc. 

§14. Education, — Above everything else, what is required is a 
cliang-e in the mental outlook of all cla.sses of people in Inriiti.- 

' Sea Coyajee, op. cit., pp. 33-4. 

“ Asked by an old pupil what he thought of protection for India, Dr 
Alfred Marshall wrote: — ‘I have no objection on principle to the “protection” 
of nascent Indian industries. But a customs tariif is an expensive method to 
this end : and under existing circumstances it would enrich European capitalists 
rather than Indian, Therefore, I think it sliould not be applied until other 
methods have been tried, not until those industries which already receive a very 
high protection from cost of carriage (in some cases double cost of carriage) 
have succeeded in evoking Indian enterprise. Strong cases in point I under- 
stand to -be the leather, paper and oil-seed industries. If India had a score or 
two of men like Mr .T.ata, and some thousands of men with Japanese interest 
in realities, with virile contempt of mere speech-making in politics afid law 
courts; and with no scorn for work on things while the mind was full of 
thoughts, India yvould soon he a great nation. Nothing could stop her: no 
thriff could hinder her : she would enter into her heritage. But so long as an 
Indian who has received a high education generally spends his time in cultured 
-ease ; or seeks money in Indian law suits — which are as barren of good to the 
country as the sand of the seashore — notliing can do her much good ; so long 
as, with the exception of Bombay cotton wliich after all is of Parsee origin and 
a few works -of which Mr Tata’s are at tlie head, all enterprise sec-ms to be in 
European hand.s, in spite of the fact that the .unhealthiness of lndi,a for the 
young cliildren of Europeans is in effect a protective duty of perhaps 50-100 per 
cent in favour of Indian enterprise in India as against European. For twenty 
years I have been urging on Indians in Cambridge to say to others : “How few 
■of us when we go to the West think of any other aim save that of our individual 
culture? Does not the Japanese nearly always ask himself in what way he can 
strengthen himself to do good service to his country on his return?. Does he not 
seek real studies? Does he not watch the sources of Western power? Is not 
that the chief reason for Japan’s quick progress? . Cannot we imitate her? Do 
we need any other change than, like the Japanese, to think of our country in 
the first place and ourselves a long way behind?” '•-^-(A, C. Pigou, Jlfcnjoirs 
of Alfred Marshall, p. 473). For better or worse (we think, on the whole, 
for better) India has made up her mind in favour of protection. None the 
less,' Dr Marshall’s words deserve to be pondered over; for, protection or no 
protection, no considerable economic progress is possible unless the defects in 
national character which Dr Marshall points out are remedied. 
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We have too long been under : the spell of the mischievous 
ideas that poverty is inevitable and that wealth and industrial 
greatness comparable to those achieved by the foremost European, 
nations are beyond the reach of India. The diflidence and lack 
of enterpri.se which characterize the Indian people today, are defects 
largely attributable to the present faulty system of education. It 
tia.s long been a commonplace of educational discussions in this 
country that from top to bottom our educational .system is too 
literary and academic, and that it is necessary to give a more practi- 
cal bent to it. The idea that all education creates a distarte. for 
manual labour is erroneous for, quite on the contrary, a semsibly 
planned system of education will take particular care to emphasize 
the principle of the dignity of labour. One of the ideas in a sound 
scheme of education would be to make the scholar use his hand.s 
and eyes as much as possible. Subjects like drawing and manual 
training which are very valuable from this point of view, must be 
included in the curriculum for primary education. Lack of any 
education or of education of the proper kind not only makes the 
Indian workman inefficient and unreliable, but also kills in him all 
desire for Improvement. Education will develop his wants, produce 
in him an incentive to work more and bfetter in order to satisfy them, 
and raise the whole tone of his life. One of the difficulties under 
which Indian industries labour, is that skilled labourers as well as 
supervisors and forenien have often to be imported from abroad. 
The men thus imported are naturally expensive and they have to be 
given a high scale of wages and,, in addition to this, heavy expen- 
diture has to be incurred in connexion with their repatriation. 
The Fiscal Commission reconimeiided that tiie Government should 
make the training of apprentices one of the conditions of the tender 
when they place important orders with foreign firms. Besides skilled 
labourers, supervisors and forpmen, it is necessary to have Indian 
managers. The system of State technical scholarships abroad can 
satisfy the need for the necessary training in this connexion Only 
to a very limited extent. The only real solution is to start 
technical institutes of all grades in the country itself so as to make 
it possible for Indian industries to dispense with foreign labour 'of 
every kind. Research in industrial problems is a function of the 
highest importance and the necessary institutions for this purpose 
must be created and maintained either at private or at public, 
expense. For industrial progress something more than mere tech- 
nical knowledge is required.: Men of insight, daring and organizing 
ability are necessary to lead the country in the industrial march 
and to etiable it to keep pace with other nations. The multipli- 
cation of commercial colleges is likely to help men of this type 
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to discover themselves. The present deficiency in this regard is at 
least ’ partially due to the fact that our educational system has not 
hitherto made it its special business to foster the qualities required 
for making- a successful business man. The excessively literary 
character of the education, which was originally intended merely 
to provide for the administrative needs of the Government, lias been 
in some measure mitigated in recent years by the increasing im- 
portance given to the teaching of modern science in our schools 
and universities. The personal contact with specific realities and 
the eaercise in verifiable reasoning which the laboratory makes 
possible, have an obvious Ijearing on the thoughts and actions of 
men, which are thereby turned into useful practical channels. 
Commercial and technical schools and colleges ought also to have 
the same de.sirable effect. The increasing keenness of the struggle 
for existence is gradually forcing- the educated classes to seek 
careers in business rather than in Government service which cannot 
possibly provide for an unlimited number of graduates. There are 
reasons for expecting- that the attractions of Government service 
and the overcrowded professions of law and medicine will diminish 
with the numerous openings that will come with the development 
of industries. All these changes are already perceptible, but only 
just perceptible. They must proceed far more rapidly than at 
present, and for this heroic efforts are necessary in order to improve 
and extend educational and industrial opportunities. 

§1^. The position of industrial education in India. — ^The Govern- 
ment seem to have realized their necessity and importance as early 
as 1888, when a Resolution was issued on the subject calling upon 
the Provincial Governments to take action in the matter. The 
practical effect of this, however, was almost nil and for a long 
time the Victoria Jubilee Technical Institute, started in 1877 in 
Bombay, chiefly through private efforts to provide courses of 
instruction suitable to the needs of the growing- local mill industry, 
was the only institution of its kind in the country. The inve.stigation 
into the defects of the educational system of India set on foot by 
Lord Curzon, who called a conference of educational experts at 
Simla in 1901, raised the question of technical education once more 
but the only practical outcome of this was some improvement in 
the teaching- of science at the universities and the institution of a 
number of technical scholarships by the Government of India tO' 
enable Indians to proceed to England and America. This system 
also did not work well for several reasons, such as the selection of 
unsuitable candidates, the difficulties experienced by Indian scholars 
abroad in getting real practical knowledge, in regard to the 
technique and organization of industries, and the, difficulty of 
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providing suitable employment for them on their return. The rule.s 
in connexion with these scholarships have been recently revised so 
as to remove .some of these defects. 

In recent years the question of technical and general educ.'ition 
has figured prominently in public discussions. It received detailed 
attention at the hands of the Industrial Commission (1916-18), 
the Calcutta University (Sadler) Commission (1917-19) and the com- 
mittee appointed by the Government of Bombay in 1921. The 
Industrial Commission made a number of recommendation.s for 
(i) the provision by local Governments and authorities of a suitable 
svsteni of primary education with an industrial bias for the artisan 
and labouring population, including subsidization of such of the 
employers of labour as might undertake to supply educational faci- 
lities for the benefit of their employees; (ii) provision of industrial 
or craft schools under the control of the Department of Industries 
for cottage industries; and (iii) provision for the training of men 
for organized industries. These were divided into the manipulative 
industric.s such as mechanical engineering, and non-manipulative 
or operative industries, such as the manufacture of chemicals. The 
training for the foremen was to be given in the works them.selves 
to which theoretical classes were to be attached, though in some 
cases like the textile trade, in technical schools with workshops 
attached to them. For the operative industries technological schools 
were to be started with attainment of practical experience in the. 
factory. In addition to the existing provincial institutions the Com- 
mission recommended the establi-shment of two Imperial Colleges, 
one for the highest grade teaching of engineering, and the other 
for metallurgy and mineral technology.^ 

Under the 1919 Reforms, education became a provincial trans- 
ferred subject, the promotion of industrial and technical education 
being controlled by the Provincial Departments of Industries. But 
owing to financial stringency, no solid results have so far been 
achieved. Even primary education is making very slow progress 
in .spite of the enabling and compulsory Primary Education Acts 
that have been passed in several , provinces and the raising of the 
age of employment of children in factories by the Factory Act of 
1922. Recognizing the necessity of a wider extension of technical 
education and industrial training, the Government of Bombay 
appointed a committee ■ on technical and industrial education in 
February 1921. The committee produced two reports, one by the 

^ The Indian School of Mines at Dhanbad was opened at the end of igaf, 
and is intended to serve as a training ground for mining engineers and geologists. 
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European majority and the other by the Indian minority (the Presi- 
dent, Sir M. Visvosvaraya, supporting- the minority), the main 
points of difference between the two sections being- in regard to 
types of iiistiiu lions, number of pupils to be trained and estimates 
of cost, and organization and agencies for carrying out the scheme, 
llie majority held the view ‘that the best means of givings practical 
training to young men is by establishing apprentice schools attached 
to large workshops and factories’, and put the estimate of the 
number to be trained in these, schools at 600.^ The minority object- 
ed that altliOLigh such part-time schools attached to the small number 
of factories and workshops existing then would be useful, the provi- 
sion for such a small number would be thoroughly inadequate. 
They therefore proposed ‘an extension and improvement of the exi.s- 
ting system, by the institution of full-time day industrial schools 
with workshops and laboratories attached’ making provision for 
about 31,000 pupils. 

It has not been found possible, however, to take action even 
on the limited scale contemplated by the Majority Report, thougli 
the weaving schools maintained by the Department of Industries 
continue to help the hand-loom industry. Thus the present position 
in regard to general, technical and commercial education is unsatis- 
factory and the actual provision that has been made by Government 
or private effort can scarcely be called adequate considering 
the huge size and large requirements of the country. Also as the 
Hartog Committee remark, ‘such of the attempts as have been 
made to provide vocational and technical training have little contact 
with the educational system and are therefore largely infructuous’.^ 

§16; Stores purchase policy. — The various public departments 
as well as the railways in the country purchase immense quantities 
of stores of all kinds, many of which were till recently imported 
from abroad, mostly from England, through the Stores Department 
of the India Office, London. Government stores Imported in 1914-15 
were valued at Rs. 7 crores, in 1921 at 16-25 crores and in 1928-9 
at lo'og crore.s. In recent years the value of the Government 
stores imported has appreciably decreased, being 8-27 crores in 

* ‘ The m.ijority also made recommendations for the education of factory 
children or half-timers in the ‘three Ils’, -with a practical industrial bias. 
While the employer’s initiative in this respect should be encouraged by Govern- 
ment, the duty of imparting .such education .should rest with- the Government, 
who should, if practicable, make such education free and compulsory. 

= For statistics relating to professional and technical education, sse Harto}’ 
Committee or to give it Us full title, Review of the Growth of Education 

in British India by the Auxiliary Committee appointed by the Statutory (Simon) 
Commission, Appendix IV and Indian Year Boofe' (1935), p. 372. ■ 
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1930-1, 4'27 crores in 1931-2, 2'43 crores in 1932-3, i'95 crorcs 
in 1933-4 and 2.3 crores in 1934-5. One way of encouraging 
industries would be to make these purchases as far as possiiile 
within die country. Like many another excellent principle this 
was also recognized long ago without being translated into action. 
About fifty years ago, the Government enunciated the policy of 
purchasing, for State use, stores of Indian origin or manufacture 
rather than stores produced or manufactured abroad. Rules, which 
were revised from time to time, w'ere also made governing stores 
purchase, under which preference was to be given to articles , wholly 
nr partially manufactured in India, subject to certain conditions as 
regards quality, etc, In cases where the articles available in India 
are as good as can be had elsewhere and are as cheap as elsewhere, 
it goes without saying that preference should be given to indi- 
genous goods. There are some who would go even further tlian 
this and would have articles of home manufacture preferred even 
if they were to cost considerably more. Such a policy would entail 
an increased burden on the taxpayer and would, strictly speaking, 
amount to a grant of protection. And before action is taken under 
it in favour of a particular industry involving considerable increase 
of public expenditure, opportunity might well be given to the Tariff 
Board to express an opinion on the matter. In any case, the 
question would require to be considered in the light of the principles 
of protection as outlined above. It is not clear whether the rules 
to which we have referred required a preferential purchase of 
Indian goods even when their prices were appreciably higher.^ 
However that may be, in actual practice, according to the finding 
of the Industrial Commission, preference was given to British stores 
even when they could have been supplied equally well both as 

' A Government Resolution on the subject issued in 1928 contains the 
following instructions : ‘The departments of the Government of India or the 
officers expressly authorized by them in this behalf may, when they are satisfied 
that such measures are, justified, allow a limited degree of preference, in respect 
of the price, to articles produced or manufactured in India. .Subject to the 
above, preference in making purchases will be given (ii) to article.? which ave 
produced in India in the form of raw materials or are manufactured in India 
koni niaterials produced in India over articles wholly or partially manufactured 
in India from imported materials or articles not manufactured in India, 
provided that the quality is sufficiently good for the purpose ; (b) to article,? 
wholly or partially manufactured in India from imported materials over article.? 
not manufactured in India, provided that the quality is sufficiently good for 
the purpose; (c) to articles of foreign manufacture held in stock in India 
over those which would need , to be specially imported provided that they nre 
of suitable type and requisite quality; (d) to articles manufactured abroad 
which need to be specially imported,’ 
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regards price and quality by Indian manufacturers, who were 
handicapped in various other ways in meeting the demands of the 
Government departments when competing with tenders received by 
the India Office Stores Department in London. The failure on 
the part of the Government to avail themselves of the stores 
purchase rules and utilize fully the manufacturing- capacity of the 
country was attempted to be excused, if not justified, by pointing- 
out that there was no suitable inspecting agency to direct and 
advise the indenting officer in India, who relieved himself of all 
troubld and responsibility by sending orders to the India Office 
Stores Department in London. The explanation provokes the query 
-why steps were not taken to provide the requisite agency for 
obtaining expert advice, and it cannot be accepted as a sufficient 
and, satisfactory answer to the charge of remissness and anti- 
national conduct levelled against the Government by their critics. 
The idea that it is possible to regulate the stores purchase policy in 
such a manner as to stimulate Indian industries was endorsed by 
the Indian Industrial Commission. Even if the policy of ‘fair 
field and no favour’ is adopted, without what we may call protective 
preference being show-n to Indian manufactures, the advantage of 
securing the large custom of the Government would in itself act 
as a healthy and valuable stimulus. Also, as the Industrial Com- 
mission have pointed out, if certain suggestions for Improving the 
method of placing orders were accepted, not only would existing 
industries benefit, but also ne-w industries might be started. For 
example, if instead of allowing unnecessary diversity in orders for 
the same kind of goods, standard patterns were adopted, it might 
be profitable to put dowm special plant in India in view of the 
large demand for goods of a standard type w'hich would thus result. 

With the progress of industrial development it is becoming 
more and more possible for the Government to have their needs 
supplied by local industries, particularly as arrangements have now 
been made for removing the difficulty arising from lack of infor- 
mation as to sources and market values of Indian supplies and the 
absence of an inspecting agency. The Stores Purcha.se Committee 
appointed in accordance -wdth the Industrial Commission’s recom- 
mendation supported the latter’s suggestion that a central expert 
agency for the purpose of inspecting Go-vernment stores should be 
•established. The Indian Stores Department -was instituted accord- 
ingly, and though it is intended primarily to serve the Government 
of India, it is open to the Provincial Governments, municipalities, 
Port' authorities, company-managed railways and other public or 
semi-public bodies and Indian States to avail themselves of its 
services. The principal officers of the Stores Department as at 
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present constituted are a Chief Controller of Stores, a Director of 
Inspection, a Director of Purchase and Intelligence, and a Deputy 
Director of Purchase (Textiles). The Department acts in an ad- 
visory capacity as a purchase and inspection agency, scrutinizes 
the indents with a view to preventing orders being placed abroad 
when purchases of goods of indigenous origin are possilde suliject 
to conditions of price and quality, purchases and inspects certain 
.specified commodities in India, acts as a central bureau of informa- 
tion on all matters connected with the purchase and prices of stores, 
and discharges other iriiportant functions so as to encourage 'Indian 
industries. Local purchasing branches have been created at 
Calcutta and Bombay, and inspection agencies at Madras, Bombay, 
Karachi, Cawnpore and Delhi. In 1933-4 value of the 

purchases for Government departments efl’ected by the Stpres 
Department was Rs. 3,59,94,135 as compared with Rs. 3,30,90,903 
in 1932-3. For the convenience tind encouragement of Indian firms 
competing with foreign firms, the Department has adopted and is 
progressively developing the policy of inviting rupee tenders for 
delivery in India. In order to ensure the successful working of 
the rupee tender system, the consulting engineers to the Fligh 
Commissioner in London have been appointed expert advisers and 
have opened a branch office in Calcutta for that purpose. An 
important part of the work of the Stores Department consists of 
making continual investigations into the potentialities of indigenous 
sources of supply resulting in a constant enlargement of the list 
of approved contractors in India. 

§17. The Industrial Intelligence and Re.search Bureau. — The 
Industries Conference of July 1934 considered a proposal to 
establish a Central Industrial Intelligence and Research Bureau 
which has already been attached to the Indian Stores Department. 
Its functions are: the collection and dissemination of industrial 
intelligence, collaboration with industry in industrial research, the 
publication of appropriate bulletins giving advice with a view to 
industrial standardization and assistance in the organization of 
industrial exhibitions. The need for such a central agency and the 
value of industrial research can hardlj^ be exaggerated. 

§18. Work of the Provincial Departments of Industries.— We 
have already referred to the establishment of the Provincial Depart- 
nients of Industries as recommended by the, Industrial Commi.s.slon. ' 
The main work of these departments falls under three classes : (i) 
promotion of technical and industrial education ; (ii) supply of 

, ^ .See vol. I, ch. xiii, §4, 
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industrial intelligence; and (iii) assistance to industries, financial 
as well as by means of arts and crafts depots and industrial exhi- 
bitions.^ Their activities are, however, largely devoted to the 
development of cottage^ and rural industries rather than to large- 
scale industry. Success on the lines and. the scale anticipated by the 
Industrial Commission has not been achieved by the Departments 
of Industries, because of want of funds and the great change, since 
the time of the Industrial Commission, in industrial conditions. The 
constitutional changes of 1919, by tvhich responsibility for indvis- 
trial development devolved largely on the provinces, have also 
handicapped the adoption of a systematic and comprehensive 
industrial policy. A certain amount of useful co-ordination has, 
however, been elf eeted through the annual sessions of the All-India 
Industries Conference which are attended by the Provincial Minis- 
ters and Directors of Industries and also representatives of some 
Indian States. Comparatively greater success has attended the 
efforts of the Bengal Industries Department, which with its fully 
adequate staff and after the opening of a research laboratory in 
Calcutta, may be regarded as well equipped to carry out the polic)' 
recommended by the Industrial Commission. The Industrial Chemist 
in that province has undertaken a number of investigations relating 
to the better utilization of raw materials available in Bengal. The 
Bengal Tanning Institute is doing research work on problems con- 
nected with local leather and tanning. We may also mention the 
industrial surveys carried out in the United Provinces, Bengal and 
Madras. Demonstration factories have been started in some 
provinces. But unfortunately only a few of them, as for exaniple, 
the manufacture of ink in Madras, have proved successful; others 
like the Government tannery at Lahore and bobbin-manufacture in 
the United Provinces have failed. 

We have already referred to the Acts passed by some of the 
Provincial Legislatures for giving financial assistance to industries. 
An Industrial Loans Act has been passed in the Punjab. Other 
provinces like Madras, and Bihar and Orissa have also passed 
State Aid to Industries Acts. Under these Acts, loans can be given 
to private enterprises for starting new industries subject to certain 
conditions. In actual operation these Acts have been of greater 
use to small, rather than to large-scale industries.'’ The failure of 
the few big loans given to large concerns like the Carnatic Paper 

‘ For .in .locount of the work done in the various province.s .sec A. G. Clow, 
The. State and Industry, also Brij ’Narain,: Economic Life in India, pp. 473-^- 

’ These activities are reviewed in the chapter following, 

5 See D. R. Gadg'd, Industrial Evolution of Jndfo (third edition), p. 313. 


INDIAN ECONOaMICS 


Mills (Madras) and the Indian Steel Wire Products Ltd. (Bihar 
and Orissa) only serves to emphasize the need for .special nieasurc.s 
to solve the problem of financing large indu.strie.s.^ 

From the above survey it will have been clear thal. since the 
War India has entered upon a new phase of development. The old 
policy of laissez-faire has given place to a policy of active inter- 
vention on the part of the Imperial as well as the. Provincial 
Govei-nments to regulate and expedite industrial advance. 

* The Report of the Madras Department of Industries for the year ending 
March 1935 confesses that during the period of twelve years that the State 
Aid to Industries Act lias been in force, it cannot claim to h.ave achieved 
any measure of success in .stimulating industrial development, and suggest.^ that, 
following the example of the United Provinces, a special committee should 
be set up to formulate a new scheme of financial aid to industries. 


CHAPTER n: 

INDIAN INDUSTRIES : OLD AND NEW 


§1. Scope of the chapter. — Indian industries may be divided 
into two classes ; (i) industries carried on in the home of the 
worken which may be called the cottage industries. Here the scale 
of operations is small, org-anization limited and the supplies intended 
largely for meeting local needs. These we shall discuss at the end 
of this chapter: (ii) organized industries carried on in the r\'ork- 
shops or factories which vary in size from simple rural factories 
carrying out a single operative process to the large textile mills 
and engineering workshops employing thousands of hands and pos- 
sessed of a complete organization, both for manufacture and trade. 
Organized industries connected with agriculture such as tea, coffee, 
indigo and sugar industries have been already treated under agri- 
culture. We shall now first of all attempt a description of the 
principal organized industries of the new type in India. This will 
give us some idea of the advance in industrialization already made 
and incidentally throw light on the manner in which the new 
protective system is being applied under the guidance of the Tariff 
Board. 

§2. Statistics of industrial development. — fair idea of the 
extent of industrial development in India can be formed by a com- 
bined study of the following statistical sources : (i) the Industrial 
Census in India taken in 1921, (ii) Large Industrial Establishments 
in India (1931), (iii) returns of Indian factories under the Indian 
Factories Acts in 1933 and 1934, and (iv) the returns of Joint Stock 
Companies registered in India and elsewhere than in India but 
working in India in 1931-2. 

(i) The Inclustrial Census in India, taken in 1921, returned 15,606 
establishments (employing more than ten persons) giving employ- 
ment to 2,681,125 persons, the number of females employed per 
locj males being' 36.’^ The Census statistics exclude agriculture, but 
include coffee, tea, rubber and indigo plantations as also mining 
and quarrying. 

In all 8,015 establishments used power of one kind or another: 

■ ■■ ■' 

’ For further details regarding the description of the various classes o£ 
establishments the reader is referred to the Statistical Abstract for British India 
(igeS-g), Table No. 315. 
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5,293 used steam, 1,335 oil, 1,137 electricity, 165 gas, and 85 water. 
The use of electric power is increasing as shown by an increase in 
the number of the group of gas and electric works from 14 factories 
employing 4,f38o persons in 1911 to 81 establi-shments employing 
11,528 in 1921.* 

(ii) Large Industrial Establishments in India . — The statistics 
given iielow are taken from the publication Large Industrial Esiah- 
lishmcnts in India in igji (1934)- 


Large Industrial Estabiishtnents in India (1931) 


Kind of listablishment 

Number 

Persons 

employed 

I. Textiles — 

561 

7 !‘h (>77 

Cotton (Spinning, weaving and other factories) 

3.')! 

417,023 

Jute Mills 


279,290 

Silk Mills 

19 

4,592 

Woollen Mills 

16 

5,871 

II. Engineering — 

770 

221,162 

Dockyards 


5,688 

Electrical Engineering 

43 

5,406 

Genera! Engineering 


39,06s 

Railway Workshops ... . ... 

162 

, 124,847 

Shipbuilding and Engineering 

17 

15,783 

III, Minerals and Metals — 

103 

S^.^S 7 

, Foundries ... 

SO 

3,22s 

Iron and Steel Mills 

6 

31,292 

Petroleum Refineries 


11,286 

IV. Food, Drink and Tobacco — 

2,657 

178,17s 

Flour Mills 

97 ■ 

5, .329 

like Mills , ... ... 

1,247 , 

72,921 

Sugar Factories ... ... 

82 

17,678 

Tea Factories 


54,859 

Tobacco Factories ... 

22 

7,816 

V. Chemicals, Dyes, etc, — ... ... ... 

468 . 

S 5.^68 

Dyeing and Bleaching ... ... ... 

43 

:7,'52 

Chemicals .... ... ! ' 

IS 

3,288 

Matches ... ... . ... 

5° 

I7,65i2 

Oil Mills 

234 

13,131 


^ The Industrial Census statistics must be taken with a certain amount of 
reserve in so far as they do not represent accurately the extent of the population 
engaged in modern industry. For example, in the case of tea and coffee jilan- 
tations, .which are included in the above figures, quite a large part of the 
employees are engaged in what is really an agricultural occupatinn. The statis- 
tics given in the publication Large Industrial Establishments in India are more 
reliable in this respect. See Gadgil, op. cit., p. 282. 

, 
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Kind of Establishment 

Number 

Persons 

employed 

VI. Paper and Printing — 



Paper Mills 



Printing, Book-binding, etc.... 



Paper Pulp ... 


S7i 

VII. Processes relating to Wood, Stone and 



Glass-^ ... ... ■ 


68,114 

Tiles and Brick Factories ... 


I2.S97 

Saw Mills ... 

IS7 


Glass Factories ... 


3>66 o 

VTII. Processes connected with Skins and Hides — 

60 

7.671 

Leather and .Shoes 


■■’,552 

Tanneries ... ... ... ... 

28 . 

3,365 

•IX. Gins and Presses — 

S.77S 

20^,546 

Colton Ginning and Baling ... 

2.656 

179,375 

Jute Presses 

108 

29,700 

X. Miscellaneous — 

’73 

44,653 

Grand Total ... 

8,404 

1,596,417 


The large industrial establishments include all factories subject 
to the Indian Factories Act of 1922 (except those in which the 
average number of persons employed daily is less than twenty), and 
also those establishments in Indian States which are considered to 
be of sufficient industrial importance, so far as it has been pos-r 
sible to procure information. The totals of the principal classes 
(I to X) are given in italics and only the main sub-classes have 
been included in the above table. 

(iii) According to the returns of the Indian factories during 
1933 subject to the Indian Factories Act, the total average daily 
number of persons employed was 1,403,312 and the total number of 
factories was 8,452 distributed as follows: 

Madras, 1,503; Bombay, 1,610; Bengal, 1,528; United Pro- 
vinces, 476; Punjab, 576; Burma, 942; Bihar and Orissa, 289; 
’Central Provinces and Berar, 735; Assam, 649; North-West 
♦Frontier Province, 26; Baluchistan, 16; Ajmcr-Merwara, 39; Delhi, 
41 ; Bangalore and Coorg, 22. Of the 8,452 factories, 3,933 were 
perennial and 4,519 were seasonal. 

1934 was a year of factory extension. The total number of 
registered factories rose from 9,558 in 1933 to 9,761. The number 
actually working was 8,658. Of these 4,023 were perennial and 
4,635 seasonal. The total average daily number of operatives was 
1,487,231 in the same year, which was an increase of 81,829 over 
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ig-^ V Tilt- increase was largely accounted for by the jute, sugar 
and cotton industries. 

(tv) Returns of Joint Stock Companies.— Uw. increase in the 
pace of indu-strialization in India, especially since the outbntak of 
the War, may be gauged from the following figures relating to 
Joint Stock Companies registered in British India and in Indian 
States in 1914-15 and 1931-2 respectively: ‘ 




1914-15 

193 

1-2 . 

Ch'iss of Companies 


No. 

Paid-Up 

Capital 

No. 

Paid-Up 

Capital 




(lakhs) 


Rs. 

(lakhs) ■ 

Banking and Loan ... 


4.16 ■ 

7,80 

I,fiSO 

23,18 



iSj 

5« 

20 


Navigation 


24 

1,28 

2,4t 

Railways and Tramways ... 

Other Transit, and Transport ' 


44 

8,30 

40 





2.47 


Trading and Manufacturing 


W4 


2,712 

94i2l> 

Te,-.i, 


aoS 

4.3 < 

475 


Other Planting Companies 


2 () 

41 

Hi) 

1.97 

Cofil Mining 


140 


214 

8,97 

Gold Mining 

Other Mining and Quarrying Cot 


8 

33 

3 

So 

4 

. panics ... ... 


57 

5.7'' 

29.23 

Cotton Mills ... 



10,70 

288 

31.11 

Jute Mills ... ■ ... 


34 

7,01 

60 

i8,t)8 

Mills for Wool, Silk, Hemp, etc. 




20 

2.45 

Cotton Ginning, Pressing, Balin 



... 

io6 

2.50 

Jute Presses ... ... 


139 

2,70 

at) 

1.75 

Flour Mills ... 


30 



1.23 

Estate, Land and Building 


32 

-2.17 

139 

10,03 

Sugar (including Jaggery) 



80 

4.6 

43S 

•2,00 

Other Companies 


X23 

2.05 

. 11,20 

Total (British India) . 


2,480 

80,24 

7.083 

2.75.20 

Total (Imlian States) , 


6s 

, 

91.5 

11,73 

Grand Total . 


2.545 

80,78 

7.998 

2, .80,03 


The above .statistic.s leave us in no doubt reg.'trding- the growing 
industrialization of India and a considerable growth of large-scale 


d We have already given statistics of Joint Stock Companies registered.. 
elsewhere than in India but .working in India, .while dealing with the t|ue.stloii 
of o.'Ufirn.tl capit.1l invested in India. We have al.so discus,sed llie po.sl-tt'ar 
industrial boom and the' subsequent trade depression in India. .See vnl. I, 
ck'Xiii,: §14,. •: 




INDIAN' INDUSTRIES : OLD AND NEW 27 

industwcs in the country, though we are still far from the position 
held by the industrially advanced nations of the West such as 
England, Germany or the U.S.A. ‘Organized industries as yet play 
loo sniiill a part in the national economy, and even in the industrial 
population a very large proportion is engaged in simpler, seasonal, 
miscellaneous or repair industries. Cotton gins and presses, jute 
presses, rice mills and timber mills, engineering workshops, foun- 
■tlries — all these employ the major portion of the Indian population 
engaged in modern industry. There are only a few types of 
large-scale organized industry in the country, such as the cotton 
and jute mill industries and the steel and iron industry, and all 
told the population engag’ed in modern industryi^ of one kind or the 
other is less than two per cent of the total population of the 
coiuitry , 

§3. The cotton mill industry. — ^We shall now proceed to give a 
short account of some of the large-scale industries in India. The 
first cotton mill in India was erected at Calcutta in j8i8. The 
first mill in Bombay, which was destined to be the home of the 
cotton inill industry, was the result of Parsec enterprise and 
began working in 1854. Since then the industry has experienced 
great development and expansion in spite of occasional set-hacks 
due to famine, plague, foreign competition, fluctuations in the 
foreign exchange and prices of cotton, etc. 

The early concentration of the industry in the Bombay island 
has been governed not so much by natural and permanent factors 
as by other advantages, such as abundance of capital and credit 
facilities, the presence of cheap and speedy means of transport and 
the temporary growth of the demand for yarn from China, which 
Bombay was in an exceptionally favourable situation to meet. 
The year 1877 marks the turning point in the development of the 
industry from tlie point of view of its distribution. It saw the 
beginning of a rapid construction of mills in up-country centres like 
Nagpur, Ahmedabad, Sholapur, etc. situated right in the heart 
of the cotton-producing tracts. Thi.s later distribution was influ- 
enced to a very much larger extent by natural factors, such as the 
vicinity' of sources of rau' material, plentiful labour and large mar- 
k?iting centres, and was made possible by the development of railway 
communication. The decline of the China trade in yarn from the 
commencement of the present century also affected adversely 
Bombay’s position of unequalled pre-eminence. The swadeshi 
riTi|vcnient, moreover, stimulated the growth of weaving outside 
tlie Bombay Presidency. Latterly the developments in factory 


' See Gadgil, op. cit., p, 282. 



28 


INDIAN ECONOMICS 


legislation in British India have set up a k-ndeiK'}' for tin; migra- 
tion of the industry to some of the Indian Slates where tlv adniinistra- 
tion of the Factory Laws is more lax, 

Recently, there has been a tendency on tiu; iiart of llu: Indian 
mills to increase thc( manufacture of liner counts, am! a eeri/iin 
amount of long-staple cotton is imported from the 11. S. A. and 
elsewhere for tliis purpose. But the spinning- of liner iiounts is 
limited by the expcnsivencss of foreign cottons ;is well as that: of 
the new machinery which has to he laid down. An improveimait 
in the quality of the home-gTown cotton will help the sitmiliijn. 

The cotton industry received a considerable stimulus from the 
conditions created by the War. 'I'he large patronage extended to 
the mills by the Government in respect of their military require- 
ments in cotton goods in the Kastern theatres of the War, together 
with the shrinkage in the Lancashire imports into India due to the 
preoccupation of the Lancashire mills with War work and llie sharp 
rise in the prices of imported (’loth due to shortage of shipping, led 
to a considerable increase in home production, though the ditliciilty 
of importing machinery prevc'nted as spetsly a development as would 
otherwise have taken place. .'\s it was, the home produc’tion in 
piece-goods increased from 1,164 oiillion yards in it)i3-T4 to 1,614 
million yards in 1917-18. 'I’hc increa.si! was iiartieularly notieealile 
as regards the belter class of goods of high counts t\'hi('h were 
mostly imported before the War. 'I’lie production of Indian mills 
in the whole country in 1934-5 was 3,3<)7 million yards of woven 
goods. 

§4. Growth of the cotton mill iiuliistry.— -'II k,; following two 
tables bring out the progress made by Die cotton mills in the whole 
of India and the decdiiie in the imports of pieix'.-goods. 


'rable P 


Year ending 
30, June. 

No. of 

No. of spindles 

No. of loouis 

Avoriigij no. of 
luuuis employed 


SV 

x, 244 ,ao{i 

>o. 3 «S 

Not stated 


>93 

4 . 94,';.783 

40,124 

161,189 

19x4 ^ 

271 

fi. 778 . 89 .S 

104, i7<) 

si(io,a7(l 


, 2 f)J 

6,653,871 

116,484 

igaa 

298 

t 7.331.219 

134,620 1 

343,73.1 


i 333 

. 7.927,938 

^ > 44,794 

347,380 

^1937:' 

,336 

i 8,702,760 

161,952 1 

, 3.84,623 

1930 

348 

9,124,708 

>79.350 1 

384,022: 

1931 

i 339 

r : ,9.311,933 

182,429 1 


: 1933 : 

i , 339 ,. "- r 

.9,506,083, 

186,341 1 


-ms::. 

I ■■;344 : ■. ■■■ 

9 is 8 o. 66 H . 

189,040 j 

400,005, , : 



‘ 9,613,174 

194,988 1 

384,938 
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Causes connected with the War led to the ineniorable booin 
which started in 1917. The capital investments in the induslrv 
increasoid from 20'84 to 40-98 crores of rupees helween 1917-18 aiul 
192 1-2. Under the influence of soarinfj prices tiie mills w'ere 
worlcinfj- to their full capacity. The .Bombay cotton mill industry 
paid very high dividends amounting- to 40-1 per cent of the 
paid-up capital in 1919; 3.V2 oent in upo; and 30 ])cr cent 
in. 1921.' 

The boom lasted for a period of si.K years at the end of which 
the crash came. In the meanwhile, Japan had stolen a marelr- over 
us not only in the Chinese market but had also begun to pour chi'ap 
goods into India, which forced down the prices of goods produeecf 
in Indian mills. India is now participating in the world depression 
as it did in the world boom. The boom and the depression in India 
belong to what is called the Trade Cycle. Other world factors 
are the altered relations between agraritm and general prices since 
1920 and violent fluctuations in the prices of cotton since J917. 
The general depression in industry all over the world is the result 
of the reduced purchasing power of the agrarian classes due to the 
fall in the world agricultural prices since 1920. 'I'he extensions 
planned during the boom period were not eompieled before 1922. 
‘The new concerns started had of course incurred ea])ilal (.'Xiiendi- 
ture at the boom level of prices and these high capitalized charges 
were still further increased in nio.st cases by the turn that exeliangc- 
took in 1920.’“ Violent lluctiuitions in prices of cotton in India 
affected by the American prices and supplies of cotton since; i()i7 
may be held to be anolher factor which litis increased the embar- 
rassments of the cotton industry in Indi.a. While the beginning* 
of the depression was characterized by rising prices of cotton and 
stationary prices of cloth, during 1925-7 both fell in price consider- 
ably. Probably the worst year for the industry wtis 11123 and the 
depression was so severe that even ti suceessiou of three good 
monsoons combined with the lemportiry elimination of Japanese- 
competition owing to the havoc wrought by the earthquake in that 
country scarcely served to mitigate its severity. 

Since the beginning of the pre.sent century there has been a- 
remarkable expansion in the weaving industry stimulated by the 
virtual extinction of the China trade in yarn, and conse(|uently oin- 

reliance on foreign cloths has diminished considernblv. 

r 

* Sac Report of the Tariff Board (Textile Industry), icja'/, Appendix V and 
Brij Narain, op. cit., p,'458. 

“ Seo G'acigif, op. cit,, p. 240. 
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§5. Per capita consumption of cotton piece=goo(ls in India. — ■ 
'I'he following table^ gives interesting figures relating to the cxin- 
siimption per capita of cotton piece-goods, including hand-loom 
products, in India. 





Net available 



vailable 




nill production'’ 

production 

for consumption 


Actual 

Per 

capita 

Actual 

Per 

capita 

Esti- 

Per 

capita 

Total 

Per 


(crore.s) 

Yards 

Yards 

(crorcs) 

Yards 

Yards 

(crores) 

Yards 

Y'ards 

(crores) 

Yards 

I90S-6 

239 

7-07 

61 

2‘03 

108 

3-6 

408 

13-6 

1909-10 

214 

0-9 

87 

3-8i 


2-9 

391 


1913-14 

.313 

97 '? 

108 

3-3d 


3'34 

528 


igiSrig 


ri6 

130 


105 

3-2S 

336 


igig-ao 

99 


144 

4-67 



299 

9-34 

1923-4 

142 

4‘3 

154 


' 3-06 

397 

2 3-03 

192C-7 

176 

S-i8 


6-o(t 

133 

3-9t 

SIS 

1927-8 

194 

.771 


1 6-44 

131 

3-Ss 

S 44 

[■ lii' 

1930-1 

87 

3-49 


7‘t>3 

8 

1.39 

3-97 

472 

i.r49 

1931-2 1 

7 fi 


288 

'.SO 

4-t7 i 

SM 

24-38 

1932-3 


3-34 

311 

8-64 

170 

472 



193 . 1-4 

77 

s-14 

289 

i tl-03 

144 


S'o 

24-27 

1934-5 

97 

2-62 

334 

I 9'03 


3-95 

577 

15’6 


In calculating per capita consumption variations in population 
from year to year have been allowed for. It has not been possible 
to take into account exports by land, and stocks left from year 
to year. The figures for hand-loom production are only estimates 
based on the quantity of yarn available for consumption each year. 

The above table is instructive from several points of view. 
In the first place, it shows that Indian production is now able to 
meet the greater part of the total demand for cloth in India and 
that foreign imports have been substantially reduced. The position 
in this re.spect at the beginning of the present century ha.s been 
reversed. In the second place, the table shows that the hand-loom 
w'caver’s contribution to the total amount of cloth consumed in 
India is still very substantial, being nearly twenty-five per cent of 
the total consumption and between forty and fifty per cent of 
the Indian mill production. In the third place, the above table 
shows that the con.sumption of cloth per capita received a set-back 
during the War when it fell from 16-5 yards in 1913-14 ^0 9-34 

^ Review of the Trade of India (1934-s), p. 3J- These fn;uru.s are inclusive 
of .fentS. 

'Net imports;=lmport,s of foreign goods, minus .re-exports of , foreign good.?. 

’ Net available mill production =:miU production in India minus exports of 
Indian piece-goods. 
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yards in 1919-20.. Since then it has g’racluiilly rojcovcred ilsell, 
liioug'h tlie proces.s of recovery has been handicapped in recc;nl, year.s 
of trade depression which has adversely ail'ccted the; pnn hasing' 
power of Che masses. The figures for ig.'^a-;^ convey a soinewJial 
misleading imprc.ssi<3n since both production and imitorts hiid shown 
a tendency to peak. It will .also be seen that: ))nidiiciion of iiiecc- 
goods in India touched ti record level in 

g6. Some ilil}icu!tie.s of the eotloii mill iH(la.sfry.--Tlic position 
of the trade in piece-goods is in some ways inort; securi' than that 
of the yarn trade. The iveakncss of the yarn trade kiy ^in its 
c.'ccessive dependence on one market, tliat of l.'hina, while as 
regards the export of piece-goods, it commands a huge number 
of markets, some of which are showing a steadily-growing c'.apacity 
for consuming Indian goods. The diminution in the off-take of 
a .single customer is not, therefore, likely to allVii the total vokfnie 
of the tratle to any considerable extent. It must, however, be 
admitted that Imlian industrialists have not hillierto )nit forlli any 
special efforts to develop foreign markets— an omission which is 
all the more serious having regard to the jiresent stati- of 
the industry. 'Hie imports of piece-goods have advanced ('onsider- 
abhe Here ag-aiii Japan is a formidable rival as her g<i<ids, unlike 
those of Lancashire, compete directly tvith Indian nianufaetures. 
Japan’s ability to undersell the Indian inaimlfu’tui'er is dtU! to 
certain special facilities such as her superior oliniulic conditions 
which are conducive to greater efficienc.y of labour, tlie larger em- 
ployment of cheap female labour wliieh soc.ial (uaidilions in Japan 
make possible, etc. Further, Japan's cotton i)urchases are on a 
large scale and highly org'anizorl both In the. United .States and in 
India (with the Chinese crop in reserve) which gives her a con- 
siderable advantag-e over India, though in regard to .short-staple 
cotton the advantage, of eour.se, is on India’s side. 'I'he niixe<l 
Indian and American grey cotton doth from Japan is more attrac- 
tive than the Indian stuff. All these can .scarcely lu- t:alleil unfair 
advantages. But this description certainly applies to the conse- 
qucnces of Japan’s failure to ratify the Labour Convention.s of tlu; 
Washington Conference in respect of hours of w'ork, prohibition "of 
employment of young per.sons and of w'omcn during night hours.' 
These conditions are inferior in Japan to those in India and tluw 
were obvion.sly so till the Japanese Factory Law of icyjf) cfune into 

' ‘Double-shift working in Japijn give.s Japnliesc industry an aclv.antagr' of 
four per cent on the actual co-st of manufacture of both 3'arn and ctotli, -This 
advantage is considerably, increased if a reasonable return on capital is iticludcd 
in the cost of production.'— flefort , of the Tariff Hoard (Textile Industry), 
1927, pur. 32. 
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operation in. June 1929. Even now Japan enjoys certain advantages 
as regards hours of work.^ 

The difficulties of the cotton industry have been enhanced by 
the frequent changes in the currency policy since 1893 and the 
latest change of the ratio from is. 4^. to i-s. 6d. has undoubtedly 
hit: the industry very hard at a time when practically the depth of 
dejnession has lieen reached. Regarding the effect of depreciation 
of Japanese exchange on her competition with India the Tariff 
■Board held that it did stimulate Japanese exports to India while 
it lasted from December 1923 to December 1935. In recent years 
again the relatively greater depi-eciation of the yen than of the 
rupee in terms of gold has given an advantage to Japan over 
India. 

The depression in the cotton milT industry is also to some extent 
to be attributed to certain defects of organization such as over- 
capitalization ; absence of technical experts on the boards of direc- 
tors leading to expensive mistakes; improper handling of machinery 
which is also not replaced sufficiently often by new machinery; 
absence of up-to-date labour-saving- devices; uneconomical handling 
of cotton, coal, waste and stores; absence of a systematic plan 
of short time when demand is slack, etc. We must also mention 
the defects of the selling agency system, and the absence of any 
satisfactory system of finance- which lias seriously inconvenienced 
both mills and dealers. 

§7. The managing agency system. — ^'I'he managing agency 
system has come in for a good deal of damaging criticism and a 
few words about it may be permissible.'' 'I'he managing agency 
is a private partnership of three or four members usually related 
to each other. The ownership of the agency is in many cases 
governed by the hereditary principle, so that management often 
passes into incompetent hands. The managing agents hold a 
large number of shares in the mill and make themselves respon- 
sible for the financing as well as management of the mill, the 
purchase of supplies and the sale of the goods. Some of the 
methods of remunerating the agents are apt to lead them into 

'' For further figures and a .survey of present labour conditions, see M, C. 
Mutheson, ftidiati Industry, ch. ' iv. 

. ^ ‘Another common defect is that many mills depend for working capital 

mainly on shurt-tenn deposits, cash credits and loan.Sj all of which are apt to 
be drastically curtailed in difficult times.’— Vera .\nstey, The 'Economic Develop- 
mast of India, p. 275. 

“ 'For a brief and instruetivc account of the origin, uses and dangers of 
tlie managing agency sy.stem in India, see Anstey, op. cit,, pp. 112-15, 253 
and Report of the Indian Tariff Board (Cotton Textile Industiy), 1932, par. fis-S;). 

:II— 3 : . 
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iiction which, while it: adds to their private gain, is prejutlicitd l.o 
the interests of the mill. For example, where their commission 
is btised on the total volume of production, the intc:rest of the 
tigenls lies in swelling the output as much as possible irrespective 
of the elTect of such a policy on the profits (if the mill. Ihe 
managing agents have al.so been charged with taking secret com- 
missions in the course of the buying ami selling transactions which 
they undertake on behalf of the mill. Otlicr disadvantages of the 
system are that it fosters indifference and ignorance on the part 
of the directors, who have no real responsibility. It tilso tw-nds to 
make the shareholders powerless and irresponsible and therefore 
unwilling to make sacrifices for the company or invest more money 
in the businus.s. It further favours excessive conservatism and 
liKtlc of cnterpri.se. Lastly, the fact that the economic develop- 
ment of India in the nineteenth and twentieth centuries has been 
commercial rather than industrial is partly attributable to the 
managing agency system. It is quite true that if the managing 
agents had not taken upon themselves the responsibility for finance,, 
in many cases providing finance themselves for industried and com- 
mercial ventures, the economic development of India would have 
been even slower than it has been. Capital in India is proverbially 
shy, and the rvelcome change in the direction of greater readinc.s.s 
to subscribe on the part of the public is only a very recent phase. 
Even now' no bank w'ill make any advance unless the application 
is signed by the managing agents, w'ho ai'e held rc.sponsible in 
their personal capacity. Apart from the provision of the finances 
recjiiired for industries in respect both of fixed and working capital, 
the managing agency system is also associated w'ith the pioneering 
of new' industrial enterprises in the sense of prospecting, research,, 
etc. It may also be admitted that in the present times of un- 
c.xampleci depression the managing agents have readily borne their 
full share of fhe losses suffered by the industries, and have not only 
■foregone their commission but provided much-needed funds. At 
the same time, it is now' very generally recognized that the time 
has come for undertaking a radical reform of the managing ag-ency 
system.’ The Tariff Board in 1932 recommended an early inquiry 

’ ‘It may be perfectly true that many, or even most, of the mfin.-iging 
agents have performed their functions efficiently and with integrity, Iiut this 
does not absolve from ci-iticism a system which undoubtedly gives .speci.'il 
opportunities for exploitation and even fraud. In any ease it is generally 
recognized that' the system is to a great extent responsible for the undoubted 
fact that industrial and commercial enterprise in lndi.a mainly rests wiili a 
comparatively .small, group: of individuals, both Europeans and Indians. Con- 
sider, for instance, the position of the famous firm of Andrew Yule & Company, 
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rcgiu'ding legislative action so as to bring the managing agenev 
sj'stem under belter control. The (Government of India’s Bill 
amending the Indian Companies Act introduced in the A.ssemblv 
in March 1936 seeks to remove many of the managing agency 
cvil-s by limiting the term of office of a managing agent to twenty 
}cars at a time, restricting' transfer of his office and assignment 
ot his remuneration by a managing agent, providing for his removal 
tor fraud or breach of trust, prescribing a uniform basis (namely 
net annual prolits) for the agent’s remuneration, restricting the 
grant of loans to and purchase of debentures of one company liy 
another nuclei' the same managing' agent, etc. 

§8, Depression in Bombay. — The depression has been specially 
acute in the case of Bombay owing to circumstances already men- 
tioned, namely the virtual loss of the Cliina trade in yarn owing to 
Japanese competition and the expansion of the Chinese industry (a 
loss not wholly compensated by an increase in the export of piece- 
goods), difficulties of freight during and after the War, and the 
increase in the severity of internal competition from up-country 
mills which have shown a remarkable expansion during recent 
years and especially mills in the Indian States where labour regu- 
lations are lax and where there are often special duties against the 
products of mills in British India. No doubt part of the blame 
for this rests on the Bombay mills which have paid insufficient 
attention to up-country markets in respect of diversification of 
production, especially in higher counts, more direct contact tvith 
the consuming centres and greater alertness on the part of com- 
mission agents. But Bombay also suffers from certain serious 
disabilities for which it cannot be blamed, for example her rela- 
tively higher cost of labour, fuel, water power, high local taxation, 
distance from the mofussil markets and from sources of raw 
material. That Bombay has ceased to have the dominating place 
in the textile industry of the country that it had ten yeans ago 
is clearly seen from the fact that the number of mills Working in 
Bombay declined from 78 in 1926 to 55 in 1934 and the average 
daily number of persons employed dropped from 148,234 to 93,637. 
During the same period the number of mills tvorking in .'Vhinedabacl 

which acts as mtmaging agents for a large number of industrial and commercial 
concern.?, including at least ten jute mills, fifteen coal companies, two hydraulic 
companies, two oil mills, a flour mill, navigation, rubber, sugar, brick and 
poUcry, ami miscellaneous concerns of all descriptions (Capital, 3 March 1927). 
It is obvious that incidental earnings must be large and that it must at time? 
be Ilifficult to reconcile the various interests, rand still more .difficult for any- 
one firm to control the destinies of .such a vast and heterogeneous collection 
of hlisinesses.— Anstey, op., cit,,,- pp. .501-3.,^., 
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increaseil from 59 to 79 and the number of persons from 55,767 
to 8,S,666. 

gg. Protection to the textile industry. — In June 1926, the 
Government of India appointed a special Tariff Board to inquire 
into tlie conditions of the cotton textile industry in India with 
special reference to the industry in Bombay and Ahmedabad, and 
to make recommendations regarding the advisability of the grant 
of protection to the industry as demanded by the Bombay iMill- 
owners’ Association. To remedy the depression which was parti- 
cularly acute in Bombay, the Board suggested a better-organized 
purchase of raw materials, for example under a single hedge con- 
tract system ; adoption of various devices to obtain a greater output 
from labour, such as the piece-work system, greater care in recruit- 
ment of labour, better housing and education for the labourer; 
more combined action for furthering common interests on the part 
of miilowners; greater diversification of production and more 
specialization in products of higher counts so as to take full ad- 
vantage of the damp climate and the favourable situation of Bombay 
in respect of the imports of long-staple American and African 
cotton; development of new lines of production, for example the 
establishment of the cotton printing industry; more attention to the 
development of promising markets such as Persia, Mesopotamia; 
maintenance of a closer touch with consuming centres in ludia as 
well as abroad, etc. 

As regards protection, the Board held that so long as labour 
conditions in Japan continued to be inferior, a moderate measure of 
protection both for yarn and cloth in addifion to the protection 
aftonled by the import duty of 5 per cent on yarn and ii per 
cent on cloth would be justified. It recommended different methods 
for the protection of cloth and yarn, as they thought that an 
additional duty on yarn would adversely affect the important hand- 
loom industry as also those mills that had weaving sheds only. 
They proposed, therefore, that while the cotton manufactures 
otiier than yarn should be protected by an addition of 4 per cent 
to the existing duty on corresponding foreign imports tor a period 
of three ycar.s, a bounty should be granted for four years on the 
spinning of higher counts of yarn, subject to certain conditions , in 
respect oE the counts .spun. The other important recommendations 
were as follows : (i) The concession of free entry enjoyed by cotton 
mill machinery and mill-stores prior to 1921 should be restored, 
(ii) The Government should give financial assistance to a combined 
bleacliing, dyeing, and printing plant, if a satisfactory scheme. >.va,s 
put forward by the. Bombay Miilowners’ Association, (hi) Two 
Tratie Commissioners, one at Basra and the other at Mombasa, 
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should be appointed and a rapid survey of tlie potentialities of other 
markets should be undertaken by a. small Trade Mission including a 
representative of the Millowners’ Association, (iv) The Government 
should meet a portion of the expenditure incurred by the Millowners’ 
Association for maintaining its own representatives in foreign 
countries, (v) The cost of some of the above proposals should be 
met from the proceeds of the additional 4 per cent import duty 
on cotton manufactures other than yarn, 

§ 10. Government action on the Report. — Reviewing the Report 
of the Board in a Resolution dated 7 June 1927 the Government of 
India rejected the proposed bounty scheme as well as the majority’s 
propo.sal for import duty on piece-goods. They, however, agreed 
to the removal of the import duties on machinery and mill-stores, 
but as dift'erentiation between one industry and another was un- 
desirable, proposed to remove the import duty on all machinery 
and on certain mill-stores permanently. 

This disappointing decision raised a storm of prote.st in Bombay 
and other centres. A conference of the representatives of the 
industry met in Bombay and a deputation of the millowners waited 
on the Viceroy. The Government were thus prevailed upon to 
reconsider their decision, and they announced on 16 August 1927,. 
that they had come to the conclusion that the cotton spinning 
industry could fairly claim additional protection and that they had 
decided to bring before the Legislature a Bill providing that, up 
to 31 March 1930,^ the duty on cotton twist and yarn, irrespective 
of the country of origin, should be if annas per lb., or 5 per 
cent ad valorem, whichever was higher. This meant that a specific 
duty was to be imposed on imported yarn, unless its value exceeded 
Rs. 1-14-0 per lb., in which case it w-ould continue to be 3 per 
cent ad valorem. It was expected that the additional duty would 
stimulate the production of higher counts (31 s and above). It was 
further decided to reduce the existing import duty on artificial silk 
yarn from 15 to yl per cent,** so as to give some relief to the 
hand-loom industry from the burden imposed on it by the revised 
import duly on yarn, and to facilitate the diversification of Indian 
mill production. It may be noted that the hand-looms and cotton 

^ This limitation had reference to the expected abolition of night-work for 
• women in Japan on 30 June 1929, soon after which the necessity of protecting 
Indian yarn from Japanese yarn produced under double-shift conditions would 

; Under the Indian Finance Act (March 1931) an additional duty of aj 
per cent ad valorem was imposed on artificial silk yarn and thread. The 
supplementary Finance Act increased the import duty from 10 per cent to 15 
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mills in India are using- increasing quantities of sucli artilicial silk 
yarn. Lastly, tlie list of mill-stores to be exempted from duty was 
to be extended. Accordingly, two Acts [the Indian Tariff (C'otton 
Yarn Amendment) Act, and the Indian TarifI' (Amendment) Act] 
were passed in September 1927 embodying these decisions regarding 
imported yarn and machinery. The Governmeiit of India also 
appointed a Commercial Mission as suggested by the Hoard.’ All 
this, however, did not satisfy either the mill industry or public 
opinion in India. The depression in the industry continued and 
the general feeling- was that more substantial help %vas needed. 
The additional duty on imported yarn seems to have succeeded 
in improving the position in regard to higher counts without 
however affecting the continued severity of Japanese and Chinese 
competition. (The Chinese imports of low-priced yarn are largely 
controlled by Japan.) 

§11. Further protection to the cotton textile industry,— As a 
result of the increased severity of Japanese competition in recent 
years and the frequent representations of the Bombay Millowners’ 
Association, in July 1929 the Government appointed Mr G. S. Hardy, 
Collector of Customs, Calcutta, to ascertain what changes had 
taken place since the Textile Tariff Board had reported in the 
volume of imports, classes of goods imported and the severity of 
external competition with the products of Indian mills. 

Mr Hardy’s Report fully confirmed the i-nillowner.s’ allegation 
regarding the Japane.se competition.’’ He pointed out that the 
steady rise in import.s from Japan in the past eight years was 
the most prominent feature of the import trade and that Japan’s 
progress since the Tariff Board reported had been rapid and 
uninterrupted.” 

‘ .According to the Report submitted by the Trade Mission appointed Iry the 
Government of India to certain centres in the Near East and in Africa, the 
most promising outside, markets for Indian textile piece-goods are the. Levant 
and .South Africa. The Report strongly urges the millowners to form a powerful 
export sidling organization to deal with the export trade in yarn tind piece-goods, 
si.iggest,s the appointment of three Trade Commissioners for Inriia to lie sta- 
tioned at .-Alexandria, Mombasa and Durban, and recommends that the Bombay 
mill industry should have its own repre.scnlatives in tiiese foreign markets. 

In 1930 the Government of India outlined a scheme wliich contempitited 
the appointment of six Trade Commissioners, one each at Hamburg, Milan, 
New York, Durban, Mombii.sa .and Alexandria. Provi.sion wa.s mtide for tlie 
training of two officers in the financial year 1930-1 for appointment as Trade 
Commissioners, one in Europe and the other in Africa. 

^ See Report on External Competition in Piece-goods by (i. H. H.-^rdy, 
par. n. 

. “ Japane.se imports of cotton piece-goods advanced from 9 million yard.s in 
1913-14 to. 244 million in 1926.7 and 5O1 million in 1929-30, while during the 
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Japjinesc, progress was at first at the expense of Lancashire, but 
during- the last few years it has been at the expense of Indian 
mills. Japan is also a serious rival as regards the export trade, 
especially in coloured cloth, though Italy is also threatening to he a 
formidable rival in the near future. 

Mr Hardy’s Report was di.scussed at a conference held in Delhi 
in December 1929, when the raillowners availed themselves of the 
opportunity of placing their case before the Government of India. 
The findings of the Textile Tariff Board, the Fawcett Committee 
as well as Mr Hardy’s inquiry had amply proved the necessity 
of granting substantial a.ssistance to the mill industry, and the 
Government of India were called upon to make amends for the 
mistake they had committed in 1927 in refusing to come to the res- 
cue of the industry even on the modest lines recommended by the 
Tariff Board. They responded by passing in April 1930 the Cotton 
Textile Industry Protection Act which was mainly designed to 
afford sufficient protection against Japan. In consequence of thi.s 
Act the general ad valorem duty was raised to 15 per cent. In 
addition to this, in order to enable Bombay to organize itself 
financially and technically, a minimum duty of 34 annas per lb. 
ivas levied on plain grey goods, wdiich, in the w'Ords of Sir 
George Rainy, constitute ‘the bi'ead and butter part’ of Bombay’s 
business.^ 

On top of this, a special protective duty of 5 per cent was 
imposed. The scope of this duty, however, -was limited to non- 
British good.s. The Government’s contention was that, if the scope 
of the duty was not limited in this manner, a vast range of goods, 
in which at tliat time Bombay was not interested, would be affected 
to the needless detriment of the consumer; that excluding Briti.sh 
g-oods from the scope of the duty meant excluding just that class of 
goods which was not in direct competition with Bombay; that the 
discrimination in favour of Lancashire was purely incidental; and 
that if England were to try to compete in goods with which Japan 

s.'imfe period imports from the United Kingdom decreased from 3,104 million 
yards to 1,247. Imports of grey goods from Japan increased from 142, (>09,000 
yard’s in 1925-fi to 303,696,000 yaids in 1929-30; .anil in the same period import.s 
of Japanese coloured good.s jumped from 69,542,000 yards to 154,270,000 yards. 
•Imports of cotton piece-goods especially from the United Kingdom appreciably 
declined in 11530-1 on account of the political situation in India and the decline 
in , the purchasing power of the consumer. ' 

’■ This arrangement by which British a.s well a.s nnn-Briti.sh plain grey goods 
were subjected to a minimum duty of 35 annas per lb. was the result of 
the Government’s acceptance of .Sir (then' Mr) Shanmukham Chetty’s amend- 
ment to the original Government Bill. See fijdm *» 7929-30, p. 254. 


40 


INDIAN ECONOMICS 


Jmd been recently Hooiling this country, protection could be granted 
against England also after three years, when the whole position was 
to be reviewed. 

When the Bill was introduced in the Assembly, the Government 
took the extraordinary step of announcing in advance that they 
would accept one particular amendment (Mr Chetty’s amendment), 
and no other. If the Assembly passed any other amendment, for 
example Pandit Madan Mohan Malaviya’s amendment, which pro- 
posed a uniform rate on all goods, the Government threatened to 
withdraw the Bill. Rather than go without protection altdgether, 
the millowners were therefore constrained to accept the proposals 
of the Government, although they were opposed to the principle of 
Imperial Preference which the Bill contained, and which, it was 
widely suspected, was introduced as the result of dictation from 
Whitehall. 

It must be admitted that it was against Japan that the mill- 
owners had asked for protection and this they had obtained in an 
adequate measure. In opposing an all-round 20 per cent duty, the 
Government professed to be consulting the interests of the consu- 
mer. As against this it was pointed out that Lancashire was likely 
to raise the prices of its goods taking advantage of the discrimi- 
nation against Japan. But, in spite of the Government’s declaration 
that the preference to British goods was wholly accidental, the sus- 
picion lingers in tlic minds of many people in India that it was 
deliberate. The cause of Imperial Preference is not likely to be 
helped by what public opinion in this country insists on regarding 
as a backdoor approach to it. It has been argued that the 
preference would be interpreted in England as a friendly gesture 
from India and would have a di.stinct political value at the present 
juncture. The flaw in this argument is that the gesture was not 
spontaneous, and to suppose that the acrimonious controversy 
to which it gave rise has enabled England to feel more friendly 
towards India is to shut one’s eyes to plain but unpleasant facts. 
Taking into account all these considerations we feel that the Govern- 
ment would have been well advised in deciding in favour of a 
uniform duty and accepting the increased burden on the consumer 
as on the whole the lesser of the two evils. The actual econumic 
advantage to Lancashire from the preference was, on its own show- 
ing, negligible compared to the heavy handicap imposed by the. 
increase of the general duty to 15 per cent. Though the benefit 
to Lancashire was doubtful, the increase of discontent over the 
discrimination was certain in India. . 

Additional protection was secured by the cotton mill industry, 
first, under the Indian Finance Act of March 1931, which placed an 
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additional duly of 5 per cent ad valorem on imported cotton piece- 
goods, and secondly, under the Supplementary Finance Act of 
November 1931 which imposed a surcharge of 25 per cent on all 
impoit duties then existing, thus bringing" the import dutv to 23 
per cent ad valorem or 4I annas per lb. whichever was higher, in 
the case of jilain grey goods of British manufacture, and 31 jier 
cent ad valorem or 4I annas per lb. whichever was higher, in the 
case of non-British plain grey goods. In the case of other goods 
the duty was 23 per cent on British goods and 3i:t per cent on 
non-British goods. The increased duty of 40 per cent on imports 
of artificial silk piece-goods was also expected to help the Indian 
cotton textile industry. On the other hand, the new duties imposed 
at the same time on imported machinery (lo per cent) and other 
materials were calculated to rai.se the cost of cloth production at 
a time when the purchasing power of the people was reduced by 
the economic depression and fall in prices. Moreover, it was feared 
that the i anna import duty per lb. of raw cotton imposed in 
November 1931 would handicap the production of finer goods which 
the mills were trying to build up. 

As the protective duties imposed by the Act of 1930 were due 
to expire on 31 March 1933, the Tarifi' Board was asked in April 
1932 to inquire into the question of further protection to the cotton 
industry in India. On 25 July 1932, the Government of India 
directed the Board to make an emergency enquiry into the allegation 
that non-British cotton piece-goods were being imported at such a 
price as to render inoperative the protection granted in 1930. The 
Board found that the depreciation of. the Japanese currency since 
the beginning of 1932 had led to a remarkable increase in the 
imports of piece-goods from Japan at very low prices and recom- 
mended additional protection.^ The Indo-Japanesc trade conven- 
tion of 1904, however, precluded increase in the duties on Japanese 
goods alone. The Government of India, therefore exercised their 
power under Section 3(5) of the Indian Tarifi' Act, 1894 (which 
provides for measures against dumping) and raised the import duty 
on non-British cotton piece-goods to 50 per cent ad valorem with 
a minimum specific duty of 5J: annas per lb. in the case of plain 
grey goods with eilect from 30 Augu.st 1932. These rates were 
further increased to 75 per cent ad valorem and 6J annas per lb. 
respectively with effect from 7 June 1933, in order fully to counteract 
Japanese dumping. In the meantime the operation of the protective 
duties imposed in 1930 was extended up to 31 October 1933 .sO' 

' Report of the Indian Tariff Board (Cotton Textile Industry), 1932, pan 
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as to enable the Government of India to consider the Report ol 
the Tarifl: Board on the textile industry. This period v'as ai.>'ain 
extended to 30 .Vpril 1934 pending the discussion of the question 
of tile conelu-sion of a new commercial agreement between India 
and Japan in place of the old Indo-Japanese convention of 1904 
whicli was formally denounced by the Government of India in April 
ic)33. At last the Indian Legislature, passed the Indian Tcirill 
(Textile Protection) Amendment Act, 1934 on 26 April 1934. The 
Act, which came into force on i May, gave effect to the conclusions 
of the 'farin' Board recommending substantive protection to the dottoii 
textile indu.stry, modified in the light of a new trade agreement 
with Jiipan and of the unofficial agreement between the representa' 
lives of the Indian and the United Kingdom textile industries 
(known a.s the Mody-Lee.s Pact).^ The Act fixed the rate of import 
tliity on cotton piece-goods, not of British mtinufacture, at 50 per 
cent ltd valorem, subject to a minimum of sj annas per lb. in the 
case of plain greys. “ The .same Act also extended protection to the 
sericultural industry (see §30). The life of tlii.s Act is limited to 
31 March 1939. 

§ 13 , The special Te.xtile Tariff Board (1935). — In accordance 
with a promi.se given by Sir Joseph Bhore, the Commerce Member, 
a special 'farifr Board, tvith Sir .Alexander Murray a.s president, 
was appointed by the Government of India on 10 September 1935 
to investigate into and report on the question of protection to the 
Indian textile industry against imports from the United Kingdom. 
The Board has been asked to recommend duties to equate the prices 
of imported goods from the United Kingdom to the fair selling 
prices of Indian goods so as to give the Indian textile industry 
adequate protection. A special delegation was deputed by the 
Lancashire industry and it has already placed its case before the 
special 'fariil Board in Bombay. 

' Under the now Indo-Japanese Agreement nt 1934, the basic quota of 
imports of cotton piece-goods allowed to Japtin in the Indian market is fixed 
at 325 million yard.s per annum, provided she buys from Indi,T i million bales 
of cotton every year. The maximum quota allotted to Japan is fixed at 400 
million yards in proportion as the exports of raw cotton from India to Japan 
■exceed i million bales. 'I'he Mody-Lees Pact embodies the Bombay-Lancashire 
Textile Agrtjement eflcctecl in 1933. It provides for an agreed scale of futui'tf 
duties on Uanca.sbire good.s if and when the general surcharge on all costoms 
duties is removed by the Government of India. Lanca.shire in return promises 
increased efforts to consume . Indian cotton and assistance to the Indian textile 
industry in developing overseas markets. Both these agreements are examined 
in detail in a subsequent clmpter. , 

' This was already the rate of import duty in force on non-BritisIi goo' Is 
with effect from 8 January m; 934, . when, the 75 . per cent duty was reduced 
to 50 per cent, as a result, of the Indo-Japanese negotiations. 
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Tile task before the Board is none too easv, since it has to 
reconcile the conllieaing- claims of the Indian and Lancashire textile 
industries. Memoranda on the questionnaire issued by the Board 
have been .submitted by the Lancashire Cotton Textile Delegation, 
tile Bombay Millouners’ Association, the Ahmedabad Millovvners’ 
Association and the various Chambers of Commerce. The main 
Jeature of the memoranda is that while Lancashire— which is 
generally supported by the European Chambers of Commerce in 
India— strongly urges a uniform reduction of lo per cent in the 
existing- uniform 25 per cent nd valorem, cu.stoms duties on cotton 
piece-goods imported from the United Kingdom and is opposed to 
the levy of specific duties, the Indian millovvners strongly plead 
for the retention of the present scale of duties and enhancement of 
duty in the case of imports of finer count yarns (abova; 40 s) and 
clotiis made from such yarns and printed g-oods. 'I'hc Ahmedabad 
millovvners go further and generally take the view that since there 
is a limited scope for the indigenous industry for natural expansion, 
larger imports are bound adversely to aficct the condition of the 
Indian industry. Lancashire’s contention on the other hand, is that 
the existing scale of duties is much too high as shown by the 
rapid decline in its exports to India and that competition can and 
should be healthy for the respective industries, beneficial to con- 
sumers and advantageous to the national interests of both countries. 
Increased use of Indian cotton in Lancashire mills, balanced reci- 
procal trade, the fact that the Indian industry is no longer an infant 
industry and that Japan is the real competitor of India, have also 
been adduced in favour of reduction in the duties. It would appear 
that Lancashire is more keen on securing concessions to itself rather 
than ensuring adequate protection to the Indian industry. The 
rapid expansion of the Indian industry is a natural phenomenon 
in view of its advantages of a large home market and raw material 
near at hand. It requires a fair chance to develop production in 
superior yarns and clotli even vv-ith. the help of imported lung-staple 
cotton. At the same time, the Boarfi should see to it that the 
protection should be no more than what is necessary to secure 
a fair profit to the Indian cotton textile industry and should also 
in.sist on Its putting its house in order and exploring further 
possibilities of effecting rationalization. The Board concluded its 
inquiry in December 1935 and will, it is expected, submit its Report 
to the Government of India early in 1936. 

§ 13. The jute industry.-— The first jute-spinning mill was 
.started at Rishra near Scrampore in Bengal in 1855, and the first 
power-loom was introduced in 1859. The progress of the industry 
was slow during the first thirty years or so and there was scarcely 
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any export trade in jute manufactures. There were, however, not 
wanting' periods of great prosperity enjoyed by the industry falling 
within this initial stage of comparatively slow development. From 
1868 to iSyj, for instance, the mills ‘simply coined money’, and 
paid dividends ranging from 15 to 25 per cent. This led to the 
establishment of a large number of new mills and to overproduction. 
Consequently, profits declined rapidly. The industry passed through 
a crisis and a number of mills had to be closed down. The jute 
industry, however, had reached large dimensions and in 1881 there 
were as many as 5,000 power-looms at work in Bengal. Since 1885 
a tendency has been discernible towards a larger output of hessian 
cloth than gUnny bags. Between 1877 and 1915, rvhile sacking 
looms increased from 2,950 to 17,750 the hessian looms increased 
from 910 to 22,603, that is there was a growth of 3,400 per -cent 
in hessian looms as against 430 per cent in sacking looms. The 
War led to a considerable expansion and prosperity of the jute in- 
dustry, which was called upon to meet the demands in the various 
theatres of the War for .sandbags for the trenches and jute 
canvas cloth for war purposes such as tent cloth, tarpaulins, waggon 
covers, etc. This new development was stimulated by the 
necessity of substituting jute for Russian flax, the supply of which 
was largely cut off by the overrunning of Russia by Germany in 
1915-16. 

Barring minor vicissitudes the story of the jute industry has 
been on the whole one of steady and continuous progress. In 1891 
there were 8,000 power-looms at work in Bengal; in 1901, 16,000; 
in 1911, 33,000; in 1931, 43,000; in 1926-7, 51,061; and in 1930-1, 
61,800. The following statistics further bring out the remarkable 
progress made by the industry, especially during and since the 
W'ar. 
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For many years Great Britain was the only country which manu- 
factured jute 5,>’oods, Dundee being the principal centre of manu- 
facture. Calcutta has now taken a larg-e part of the trade held 
by Dundee in the past. The Indian mills’ consumption of jute 
is about five times as much as that of Dundee. The value of jute 
manufactures exported by sea in 1928-g was Rs. 56-9 crorcs, 
whereas the average value of the export in the period 1879-80 to 
1883-4 was only Rs. i-a crores. Owing to trade . depression the 
value of these exports declined to Rs. 33 crores in 1930-1, to 22 
crores ‘in 1931-2 and to 21-38 crores in 1933-4. In 1934-3 a 
slight improvement was in evidence, the value of the exports of 
jute manufactures being 31-47 crores. Nearly two-thirds of the 
jute grown is now consumed by the Bengal mills as compared 
with less than half before the War, so that Bengal produces about 
twice as great a bulk of jute manufactured goods, mainly in the 
form of gunny bags, hessian cloth and cordage, as all the rest of 
the world. The demand for jute goods depends on the i-olume of 
agricultural production throughout the world, jute manufactures 
being required for moving agricultural produce from one place to 
another in the course of internal as well as international commerce. 
A favourable agricultural season in India leads to a shrinkage of 
exports of jute manufactures as the demand for packing material 
increases within the country itself for moving the large volume of 
crops. So also a fall in external demand as in recent years of eco- 
nomic depression adversely affects exports of jute manufactures. 

§14. Jute and cotton industries compared.— The jute and cotton 
manufactures are outstanding examples of the progress of modern 
large-scale industries in India. The position of the jute industry in 
international trade is much stronger than that of the cotton industry, 
jute being an Indian monopoly. As already pointed out, one 
remarkable contrast between these two most important organized 
industries of India is that, while the cotton mill industry is almost 
entirely in Indian hands and financed by capital rai.sed in India, 
the jute indu.stry owes its origin and development to European — 
mostly .Scottish — enterprise and capital. Another point of difl'erence 
is that while the cotton industr)' is decentralized, the jute industry 
is '•highly centralized, there being as many as ninety jute mills 
within a radius of forty miles. 'I'lien again an average, jute mill 
is a far bigger unit than an average cotton mill. 

As Dr Pillai observes, ‘in point of efficient organization, the 
jute industry is perhaps second to none in India’. ^ This has been 

' See article on India, Kncyclofadia Jir/fanntca, 14th edn. 

“ P. P. VWlai, Economic Conditions in India, p. 
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facilitated by its highly centralized position. The Indian Jute MilK 
Association was formed in 1886, to facilitate among otliei' things 
tite adoption of concerted action, as regards introduction of short- 
time working' in the mills to avoid overproduction, etc. The high 
profits reaped during the War led to overproduction, and after 
the War wa.s over the industry had to pass thi'ough bad times. 
While tlie tlemand slackened, the costs of production increased, 
owing to a rise in the price of jute and in wages.' In 1921-3 
the Association invited an American business expert to advise it 
cm llie possibility of forming a jute trust with a view to exercising 
some control over the production and price of jute. The termination, 
of the slump, however, led to the abandonment of the project for 
the time being. The Calcutta Jute Dealers’ .Association looks after 
the common interests of its members as dealers in jute for local 
consumption. " 

§15. The jute industry during the depres.sion. — The jute mill 
industry has by no means escaped from the effects of the present 
depression wliich has affected almost every imlustry to a greater 
or less extent. The jute industr)' has suffered and is still sufl’ering 
from declining prices, presence of heavy .stocks at the principal; 
oon.suming centres, frequent labour troubles, etc. But on the whole 
it has faced the diflficulties of the post-War depression much better 
than the Bombay cotton mill industry. It has thus been rewarded 
for its care in maintaining adequate reserves and its systematic 
adoption of short time when necessary. During the past ten years 
a policy of curtailment of output has been continuously in force.. 
The mills in the membership of the Association have worked forty 
hours a week and with a certain percentage, varying- from fifteen 
in 1931 to ten in 1935, looms .sealed. The lowering of the 
percentage of the looms sealed has been caused by the competition 
of the mills who are not parties to the Restriction Scheme as also 
by the improved outlook in trading conditions and tlie competition 
from other manufacturing centres. Attempts are at present being 
made to secure an agreed production programme between the 
A.ssoclation and non-Association mills under the auspices of the 
Gommerce Department of the Government of India. 

ltd. Iron and steel industry.— The iron and steel industry Ijas 
a better claim than almost any other to be called a basic or ‘key’ 
industry, and its national importance cannot be exaggerated. A 
striking contrast between the industrial revolution of India and of 
England is that, while the revolution began in India with the 

‘ Kor a recent survey of : the jute industry see Matheson, op. clt., Ch. v. 

^Indian i'ear Book 
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application of steam to the textiles, it began in England with the 
development ol the essential iron and steel industries. 'I'lic new 
industrial system in Eng-land had a solid foundation in the firm 
establishment of the iron and steel industry and the ancillary 
mechanical eng-ineering- industries. But such a development has 
not marked the course of the revolution in India. Until recently 
Indian industries have relied almost exclusively upon imported 
machinery and machine tools, and hardware goods in general. 
However, botli the Government and the public have at hist awak- 
ened fo the extreme importance on national grounds of the iron and 
steel industry, and certain important steps to be alluded to presently 
have been taken to ensure its rapid progress. 

Pioneer attempts to introduce modern methods for the manu- 
facture of pig-iron and steel were made as early as 1830 in the 
South Arcot district. They were alU destined to failure until the 
Karakar Iron Works, which were acquired in 1S89 by the Bengal 
Steel and Iron Company, were started in 1874 in Bengal on the 
Jherria cotd-fields. The Bengal Steel and Iron Company began to 
show a profit only from 1899. The annual production at the 
beginning of the present century was about 35,000 ton.s. .An 
attempt to make steel resulted in heavy loss owing to the low price 
of imported steel, small orders for numerous sections, the inferior 
quality of pig-iron then produced for steel-making and dependence 
on imported supplies of fire-bricks and ferro-nianganese. ^ A new 
era in the history of the Bengal company, however, was opened in 
1910 with the beginning of the exploitation of a new source of iron 
ore in the Singhbhum and Manbhum districts. 

The next important stage in the history of the industry was 
ushered in by the formation of the Tata company. The company 
was established at Sakchi in the Singlibhum district by the late 
}. N. Tata in 1907,, and the construction of tlie works began in 
1908. Pig-iron was first produced in December 1911, and steel — 
for the first time in India in, modern times~in 1913 ; and by 1916, 
under the stimulus of the War demand, the whole plant was in full 
production. Thus after a somewhat anxious period, which was to 
be expected in a pioneer enterprise of thi.s character, especially in 
th« face of unfettered foreign competition, the works were placed 
on a sound footing and proved of invaluable assistance in prose- 
cuting the War by providing large quantities of rails and sleepers 
for military railways in Mesopotamia, Palestine, East Africa and 
Salonika. In 1917 a large scheme of extension was mooted and 
completed in 1924, the delay being the result of difficulties of the 


Industrial Handbook of the Mumtions Board, pp. 13^1-9. 
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War and the post- War periods, such as that in connexion with the 
import of the necessary machinery. The old plant turneti out 
finished steel products, such as rails, heavy structurals (beams, 
ang-k's, channels), bars, lig-ht sti-ucturals, light rails and fish-plates. 
'Fhe additional products which the new plant, already set into 
operation since 1926, is meant to turn out, are plates, sheets (black 
and galvanized), sheet bars and sheet sleepers. The success of the 
Tata enterprise has called into existence some new companies, such 
as the Indian Iron and Steel Company formed in 1908 by Messrs 
burn & Co. of Calcutta, at Hirapur near Asansol; the United 
Steel Corporation of Asia started in 1921 by Messrs Bird & Co. of 
Calcutta, at Manoharpur; the Eastern Iron Company and the 
Mysore State Iron Works started at Bhadravati in 1923. It may 
be noted that at the last named works blast furnaces are. fired 
by charcoal. 

The expansion of the industry is reflected in the figures of 
jiroduction and imports. The production of pig-iron advanced from 

35.000 tons at the beginning of die century to 162,282 tons in 
1914; 232,268 tons in 1919 and 1,376,000 tons in 1929-30. In 
1930-1 it declined to 1,140,000 tons owing to reduced exports. In 
1934-5, the production of pig-iron was 1,343,075 tons and 4i7i0oo 
tons valued at Rs. 93 lakhs was exported, Japan being the principal 
customer. The quality of the pig-iron turned out is fully equal 
to that of the continental product; indeed the imports of pig-iron 
are now almost negligible being 1,500 tons in 1934-5, the entire 
quantity having been received from the United Kingdom.® It is 
calculated that when the. several companies mentioned above are 
in full working order they will have a total output of 1,500,000 
tons of pig-iron and 1,000,000 tons of steel annually.''’ The pro- 
duction of steel advanced from 139,433 tons in 1916-17 to 599,565 
tons in 1927-8, and that of finished steel from 98,726 to 428,654 
tons during the same period. The production of steel ingots was 

834.000 tons and that of finished steel 627,000 tons during 1934-5. 

India is still dependent to a very large extent upon foreign iron 

and steel in spite of her own increasing production. The pre-War 
average of India’s imports of iron and steel was 808,000 tons 
valued at Rs. i2'48 crores. During the five War years the average 
imports declined to 422,000 tons valued at lo'ii crores. It was 
during this period thfit the Tata company increased its output and 
supplied the Government with war materials. During the post-War 

Report of the Tariff Board an the Steel Industry (1924), pr,,-. 14-15.' 

Review of the Trade of India, iqzG-y, iQzy-S, 1930-1, 19-J4-5, 

’ Pillai, op. cit., p. 223. 
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years the imports steadily increased from the post-War averag-e of 
live years of 6Gi,ooo tons valued at Rs. 31-38 crores to 968,000 
Ions in 1929-30 valued at Rs. 17-16 crores. The.se increased imports 
in spite of im-reasing- home production were attributed to increasing 
consumption in India by railway.s and other public works, a.s also 
by the building trade. This post-War increase in imports furnished 
an added plea for pi'otection being granted to the industry. Owing 
to the economic depression prevalent throughout the world and 
increase in home production imports have declined in recent years. 
They 'amounted to 608,000 tons valued at 10^86 crores in 1930-1, 
369,000 tons valued at 6-31 crores in 1931-2, 324,000 tons valued 
at 5-29 crores in 1932-3, and 323,000 tons valued at 5-5 crores in 
I933-4- 1934-5 increased to 367,000 tons valued at 6-37 

crore.s. 

Before turning to the question of protection let us refer to 
some striking developments in connexion with the establishment 
of subsidiary industrie.s, including those utilizing by-products, in the 
neighbourhood of Sakchi (renamed Jamshedpur at the end of the 
War). The following are some of the various manufactures which 
it is intended to produce under the E.xtension Scheme: — steel tubes, 
tinplate, enamel ware, wire, nails, i-ailway wagons, tea and jute in ill 
madiinery, agricultural tools, galvanized products, iron and steel 
castings, heavy chemicals, sulphuric acid, nitric acid, fertilizers, 
lime, ammonium sulphate etc. Various manufacturing companies 
have already been established for this purpose. Jamshedpur and 
the surrounding territory are thus developing into a veritable bee- 
hive of modern industries. 

§17. (irant of protection to the steel and iron industry.— The 
policy of discriminate protection adopted by the Assembly early in 
1923 was brought into operation for the first time in India in the 
case of the steel and iron industry. The first task with which the 
Tarilf Board was entrusted was that of investigating the claim pul 
forward by the Tata Steel and Iron Company for protection to the 
steel industry. The company proposed that the existing- 10 per cent 
ad valorem import duty should be raised to 3.3|f per cent in order to 
give the industry adequate protection against the dumping- of foreign 
-Steel and iron, which was stirnulated by the depres.sion in the world 
trade, depreciated continental exchange.s, and the long start which 
the well-established foreign industry had obtained over the infant 
industry in India. They further drew attention to the opinion of 
the Fiscal Commission that the prosperity of such an important bask 
industry was essential from tlie point of view of national safety and 
development, and recalled the great services rendered by them to 
the Government during the late War. 
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The Board after a careful inquiry came to the conclusion that 
the case for protection was not ill-founded, and that development 
had been recently hindered by severe competition from abroad 
coinciding with a large scheme of expansion set on foot by the 
Tata companv. 'i'he Board held that the industi'y satislied ;dl ihe 
conditions laid down by the Fiscal Commission. India possesses 
great natural advantages for the manufactuiaj of steel owing to the 
i-ichness and abundance of iron ore deposits in the. Singhhhuin and 
Oris.su iron belts and the comparatively short distance which separ- 
ates them from the coal-fields. The quantities of colcing coal ''avail- 
able are .sufficient for the requirements of the country. .Similarly, the 
supplie.s of limestone and dolomite are ample and good enough for 
most purposc.s. Most of the other raw materials ror|nircd, .such as 
manganese* and materials for refractory bricks exist in India in 
sufficient quantities. The industry also possesses the advantage of 
a large and expanding home market. In respect of labour, however, 
‘India suffers under a disadvantage inevitable in any country mainly 
agricultural, and where industrial experience and training has still 
to be acquired’, rendering it nece.ssary to import at present skilled 
supeiarisors from America and Europe. This is, however, a tem- 
porary handicap which will eventually disappear.** The. Board held 
that, unless protection was given, there was no hope of the industry 
developing for many years to come, and there was a serious danger 
that it might cease altogether. It was also thought that probably 
the cost of steel production would fall substantially in the next 
three or four years and that the industry would be able to do 
without protection at no very remote date. The Board agreed that 
it was also an essential industry for military purposes, and was, 
therefore, specially entitled to protection. 

The Steel Protection Bill incorporating the recommendations of 
the Board was considered and passed by a special session of the 
Indian Legislature in May and June 1924. The duties on certain 
articles manufactured from steel were increased, and bounties were 
granted on heavy steel rails, fish-plates and railway wagon.s manu- 

' See vol. I, ch. ii. 

’ In this connexion it is . worth while quoting the testimony of Sir Thomas 
Holland who said : ‘Anyone who. has visited the Tata Steel and Iron Works 
will come away thoroughly convinced with the conclusion that with Indian 
labour you can tackle any industry , for which the country is suitable. I have 
seen labourers at Sakchi who only a .few years ago were in the jungles of 
Siintals without any education. They are handling now red-hot steel bars, 
turning out rails, , wlioels, angles of iron as efficiently as you can get it done by 
any Engli.'sh labourer. You cannot have a better test of the quality of laliour 
ami yon cannot be prepared for more sati-sfactory results;’ 
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iiictured in India. For instance, the duties on steel bars were fixed 
at Rs. .-|o per ton, and on sheets at Rs. 30 per ton. The bounties, 
which were fixed at diinini.shing- rates per ton on steel rails and fish- 
plates produced in India, were iixed at Rs. 32, Rs. 26 and Rs. 20 
per ton respectively in eacli of the tliree 3'ears for wliich the 
arrangement was to be operative. At the end of the period, the 
bounties and duties alike were to be subject to revision. During' 
this period the steel industry was expected to attain its full produc- 
tion. It was also anticipated that world conditions would be stable 
after the lapse of three years and that the data for the subsequent, 
inquiry would be more .satisfactorv. The burden on the consumer 
was expected to be temporary, widely diffused and not too heavy 
considering the advantages to be gained. 

, Subsidiary measures of protection had to be taken to safeguard 
the interests of such of tlie industries as make use of steel as their 
raw material. An increase in its price due to protection was likely 
to be detrimental to many branches of the engineering industry at 
a time when it was holding its own wdth difliculty in the face of 
foreign competition. The Tariff' Board made certain recommenda- 
tions to meet this aspect of protection to steel, which were accepted 
by the Government and the Assembly. The engineering industry 
was protected by higher duties on imported fabricated steel with 
certain exceptions. The Indian wagon industry, which had come 
into existence as a result of the Government’s announcement in 
March 1918 that they would purchase annually 3,000 wagons in 
India for ten years,, was protected by the grant of bounties for five 
years on an increasing number of wagons but at a decreasing rate. 
In view of this measure of protection the earlier offer of purchasing 
a certain number of wagons was cancelled. The tinplate industry 
was protected by a specific import duty of Rs. 60 per ton (which was 
15 per cent ad valorem instead of 10 per cent). The manufacture of 
steel wire and wire nails was protected by specific duties of Rs. 60 
per ton on certain classes of wire and nails. The proposal of the 
Board that the manufacture of agricultural implements in India 
should be protected by raising the 15 per cent ad valorem duty to 
25 per cent on certain classes of implements was negatived by the 
Atisembly as likely unduly to injure the interests of the agriculturists. 
The Board did not for various reasons accept the claims put forward 
by the locomotive, steel castings and enamelled ware industries. 
B'or instance, in the case of the. locomotive industry, the Boai'cf 
objected that the home market was restricted, though in its opinion 
the industry deserved Government assistance. . 

The protection granted to the steel industry was, however,, soon 
afterwards largely nullified by the fall in the price of continental 


Steel and the maintenance of the exchange in the neighbourhood 
of IS. 6d. The Board, to whom the question was referred, reported 
that the case for further protection was well-founded tind suggested 
an enhancement of the duties. The Government of India, however, 
preferred a bounty which, rvhile of immediate lienefit to the industry, 
would not rai.se the price of .steel goods in the canintry. The 
Government propostds tvere accepted by the. Assembly in 1925. 
Accordingly, provision was mtide for the grant of a bounty at the 
rate of Rs. 20 per ton on 70 per cent of the weight of steel ingots 
.suitable for rolling into articles already protected by duties in tlie 
previous May and produced in India from Indian pig-iron between 
r October 1924 and 30 September 1935. The fund.s for the bounty 
were to be .supplied from the proceeds of the increased import 
duties imposed in May. 

gi8. Statutory inquiry into the steel industry ( 192 ()“ 7 ). — As 
provided for by the Steel Protection Act, 1924, which was due to 
expire on 31 March 1927, the Tariff Board carefully examined the 
position of the indu.stry in 1926 and recommended the continuance 
of protection on certain lines for a further period of seven years. 
The industry \s’as now to receive protection in the form of increased 
duties on import and not by bounties on production, since the latter 
would be too costly to maintain over a period of seven year.s, at 
the end of which a fresh inquiry was to be made in order to ascer- 
tain what kind and amount of protection might still be neces.sary.' 
Accordingly, a Bill was introduced in the 1927 Delhi Session and 
came into force on i April 1927. It provided for an imposition of 
different rates on certain iron and steel articles with a basic duty 
■on articles of British manufacture and an additional duty on those 
of non-British origin. There was a heated debate in the A.ssembly 
on the proposal to differentiate between standard and non-standard 
steel, that was, practically between British and continental steel. 
The Government, agreeing with the Board, held that this was 
nece.s.sary in order to secure a fair distribution of the burden on the 
different clas.scs of the consumers and to ensure stability to the 
scheme of protection. The opposition suspected that the Bill con- 
tained the principle of preference to British steel, to which they were 
opposed. The alternative suggested in the Select Committee (name'iy 
a uniform rate of duty ba.sed on the weighted average price of 
imported steel) was thrown out by the majority. The Government 
were opposed to it on the ground that it would offer inadequate 

s '- Sea Report of tJie Tariff, Board Regarding the Continuance of Protection 
to the Steel Industry (1927), par. 167. 
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protei'.lion ;ind would also enhance to an unnecessary extent the 
price of slamlanl steel as well as of fabricated steel in India. 'I bis 
would hinder development work throug-hout India in respect of 
liridges, public works and manufacture of machinery. The British 
and standard steel happened to be synonymous, Init by levying 
dilTereiitial duties on British and continental steel, the administrative 
difficulties in testing every consignment of steel imported into India 
for the purpose of lev'ving differential duties on standard and non- 
standai-d steel were obviated. The Assembly passed the Bill as 
subimtled by the majority of the Select Committee which, however, 
succeeded in introducing two safeguards providing that the Covernor- 
Gcneral-in-Counci! could increase, but not reduce, the duty chargeable 
on articles of British manufacture so as to ensure effective protec- 
tion, and that he might order an inquiry into the steel industry 
earlier than 1934 if he thought it desirable. 

The Tariff Board submitted its second report, which concluded 
the .statutory inquiry into the steel industr)', in June 1937. In March 
1938, the Government introduced the Steel Protection Bill in the 
Assembly to g-ive. effect to their decisions on the Board’s Report, 
which passed into law as the Steel Industry (Protection) .Vet of 
1928. (i) J'Vag-ons and underframes . — It was argued by the Board 

that the policy of protection adopted in 1924 in respect of the railway 
wagon industrj' had succeeded and that the industry was able to 
meet a large proportion of, the normal demand in India. It did 
not require any assistance beyond the existing 10 per cent revenue 
duty and the continuance of the bounty scheme was unnecessary. 
Owing, however, to the probable restrictions in the normal demand 
for wagons during the ensuing two or three years consequent on 
improvements in railway administration, the Board recommended 
the grant of assistance during this period by calling for lenders 
only in India and accepting them within a certain maximum price 
with reference, to the basic prices of 1935-6. The Bill as finally 
passed provided for maintaining the revenue rate of duly at 10 
per cent and for the placing of all orders In India. (\\) C-omponent 
parts . — Steel castings were, however, not given protection in spite 
of the Board’s recommendation in favour of a bounty of Rs. 3-8-0 
per cwt. The Government held that the demand in Indiawas not 
sufficient to justify protection, by means of a bounty. The Steel 
Industry (Protection) Act, however, gave effect to the Tariff Board’s 
recommendation for a specific duty of Rs. 2 per cwt on steel bolts 
and nuts in place of the existing ad valorem duty of 10 per cent 
so ,as to remove the inequality between the. Indian manufacturer 
of these articles and his foreign competitors. ■ (iii) Wire and J¥ire . 
Naih . — The Board did not recommend the continuation of the 
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suggested protectii'e duty on certain kinds of wire and wire nails 
on the ground that the raw material for this industry was not 
being produced in India and that the only firm manufacturing nails 
iiad been closed down. 

§19. Recent measures of protection to the steel and iron 
industry. — (tn the representation, however, of the Indian Steel 
Wire Products Ltd., Tatanagar, protection was restored by the 
X'Vire and 'Wire Nail Industry (Protection) Act, 1932, passed on 
5 March 1032, on the recommendation of the Tariff Board. A 
protective duty of Rs. 45 per ton on wire and wire nails^ was 
imposed up to 31 March 1934 as there was an early prospect of 
the firm supplying itself with indigenous raw material. The Indian 
Tariif (Ottawa Trade Agreement) Amendment Act, 1932 which 
came into force from i January 1933, gave effect to the tariff 
changes necessitated by the trade agreement made by the Govern- 
ment of India and His Majesty’s Government in the United Kingdom 
at the Ottaiva Conference held during July and August 1932 and the 
supplementary agreement regarding iron and steel in tlie September 
following. In the class of iron and steed goods, the preference 
extended only to those commodities not subject to the protective 
duties and in the class of machinery only to those articles which 
paid the ordinary revenue rate of 25 per cent ad valorem and not 
to those which in the interest of agriculture and industries were 
free of duty or U'ere subject only to the temporary duty of 10 
per cent ad valorem. The supplementary agreement provided for 
the adjustment of the Indian import duty on galvanized sheets as 
follows; Rs. 30 per ton on sheet made in the United Kingdom 
from Indian sheet bar; Rs. 53 per ton on sheet made in the United 
Kingdom from other sheet bar ; Rs. 83 per ton on sheet not made 
in the United Kingdom. The period of operation of the protective 
duties imposed by tlie Act of 1927 and the two Acts of 1932 was 
extended up to 31 October 1934. Meanrvhile, in accordance with 
die Steel Industry (Protection) Act,, 1927, the whole question of 
the renewal of protection was reviewed by the Tariff Board. The 
Iron and Steel Duties Act, 1934, gave effect on and from i 
November 1934, to the protective measures recommended by the 
Board. As the recommendations of the Board involved considerable 
reduction in the level of import duties in certain important cases 
witl! a resultant reduction in the revenue derived from customs, it 
was found necessary , to impose as a revenue measure an excise 
duty of Rs. 4 per ton on the production of .steel ingots in Brilish 
India, and to impose a countervailing customs duty on .stee! ingots. 
This countervailing duty is additional to the protective duties 
recommended by the Board and alternative to the ad valorem 
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revunue duties on articles in respect of which protection hm! not 
been proposed. ’■ 

On the whole, we may approve of the g-eneral polic}- followed 
in legal d to the steel and iron industry since 11)24. .\lthoii.gh it 
i.s true that witliout the timely intervention of the State the industry 
could not Jiave .survived the shock of post-War competition, the 
proLcclion oflered between 1924 and igay was not quite mlequate 
and the fata .Steel Company was barely able to pav it.s wav. In 
spite of certain unfavourable circum.stances, however, the industry 
inade'appreciable progress ‘as evidenced by increase of oulput, im- 
provement in the efficiency of labour, reduction in the number of 
foreign hands, and considerable reduction in worlys costs’ and also 
by ‘considerable iropi'ovement in the conditions of labour, especially 
:in respect of wages, hou.sing and various amenities of life’.^ 'I'lie 
decision to continue the protection until the year 1941 by renewal 
-of the, protective niea.sures adopted in 1934 would thus seem to be 
abundantly justified. 

§20. Tanning and leather industries." — India possesses a large 
•supply of hides and skins. The cow-hides, ‘the Ea.st India kips’ 
as they are called, goatskins, buffalo-hides and sheepskins, etc., 
•may be regarded as the by-products of her agricultural industry. 
Previous to the War, India sent large exports of raw hides, 
■especially to Germany and Austria, which were valued at R.s. yiy 
crores in 1913. In the same year, raw skins valued at 3-4 crores 
•were exported, mainly to the U.S.A. There was a large demand 
in foreign countries and, high price.s were offered. The \^’ar 
brought about important changes in the Indian tanning industry 
•and ill the export trade in hides and skins, partly because of the 
cutting off of the enemy markets and partly owing to the control 
■exercised by the Government. 

There has long existed a considerable indigenous tanning 

‘ Eeuiciv of the Trade of India (1934-s), P- 18. It sliould also be mentioned 
•tliat the .Steel Industry (Protection) Act (February 1931) gave effect to the 
■recommendalions of the Tariff Board regarding certain railway materials made 
of steel. It imposed a specific duty, of Rs, 2-4 per cwt on fish-bolts and 
ordinary bolts and nuts, etc. and .another, of Rs. 2 per cwt on rivets and 
•other fastenings. 

.See H. L. Dey’s article, ‘Protection of the Steel Industry, 1924-7’ in 
Indian Journal of Economics, July 192S. 

’ The Hides Cess Inquiry Committee estimate the value to India of this 
uwlu.stiy taken as a whole (that is the raw .stock and leather trades and the 
leather, leather-working and allied industries) at about forty to fifty crores of 
rupees. It provides employment , to large numbers of . men and is, a factor in 
the economic well-being of millions 'of India’s . depressed classes.— -Report of the 
Hides Cess Inquiry Committee (1930), par. 158. 
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industry in tlie country under which locally available tanning mate- 
rials arc used for curing and tanning hides mainly to meet the local 
demand for inferior kinds of leather. But the mo.st slril^ing cliangcs 
have taken place in the European methods of tanning which were 
first introduced by the military authorities to luanufacUire supenor 
leather suitalilc for harness and other military rcc|uirenKints ; and 
tanneries usually followed the establishment of arsenals. At (.-awa- 
poro, a further step in production w'as taken in 1S60 when the 
Government Harness and Saddlery Factory was set up. Shortly 
afterwards, Messrs Allen and Cooper establislicd the Army Boot 
and Equipment Factory and received at the outset considerable 
financial assistance from the Government. 'A marked degree oi 
success has attended the efforts to develop the leather trade in Cawn- 
porc, and, up till the time of the outbreak of the War, the factories, 
which have come into existence, though largely dependent on the- 
army for orders, were by no means apanages to the military 
department.’^ The Western India Army and Equipment Factory 
was started at Sion in Bombay by Adamjee Pcerbhoy. A few more 
factories were established at various centres where the production 
of finished goods was attempted. Although considerable use of 
machinery is made in European tanneries and leather-working 
factories, it "was until recently conspicuous by its absence in the 
Indian tanneries except in the Cawnpore and Sion factories and the 
Madras Tannery, which produced the whole of tlie half-tanned 
leather and skins that loom largely in the export trade of the 
country. Before the War, the bulk of the export trade in tanned 
hides and skins was confined to the south of India where the bark 
of cassia auriciiJata, known in Madras as avaram and in Bombay 
as tarwacl, is obtainable, Madras having by far the larger number 
of tanneries.^ 

§21. Effects of the War on the tanning and leather industry. — 
The tanning and leather industry underwent a remarkable trans- 
formation during the War. The Indian Munitions Board directed 
its activities towards increasing the outturn and regulating the pro- 
duction oil those kinds of leather which po.ssess a special value as 
war material. The most important development was connected with 
the great increase in the production of the rough-tanned cow-hides, 
known as the East India tanned kips, from, the Madras and Bombay 
tanneries. The value of these kips for making the ‘uppers’ for 
the army boots was realized during the War and the Government; 

’ Industrial Commisston Appendixes, p, 57. 

^ Matheson, op. cit,, ch. vi. 
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assuiiuul complete control ol; the trade, purchasing in India tlie whole 
of tlie available supply for export direct to the British War OfruxN 
Whereas .194,763 cwt of tanned liitlcs valued at Rs. 175 crores 
was exported in 1913, fo 1917-1S, 361,674 cwt valued at Rs. 4-86 
crores was exported. In addition to the export trade in East 
India kips, Indian tanneries produced, during tlie War period, 
greatly increased quantities of leather accoutrements of all sorts 
and boots for the army in India and the Indian expeditionary forces. 
Ihus under the direction of the Munitions Board the Government 
gave if great stimulus to the tanning industry, and the output of the 
annually produced boots and shoes was tu-enty times bigger at the 
end of the War than before it. Under the system of Priority Certi- 
ficates the Munitions Board endeavoured further to stimulate the- 
manufacture in India of certain classes of leather goods previously 
imported from abroad, such as roller skins, picker band.s, leather 
belting and the raw hide pickers required by the textile mills. ‘ 
The chrome process of tanning which enables superior leather 
to be produced has made very slow progress in India, though it was 
thoroughly well established in America by about 1895. The Govern- 
ment of Madras did valuable pioneering work from igoj to 1911 
to demonstrate that chrome tanning could be successfully established 
in this country. It is, however, to be regretted that the Government; 
had to sell the factory in response to protests from the Upper India 
and Madras Chambers of Commerce who raised the cry that private 
trade was invaded. Upon the outbreak of the War, however, pro- 
gress was more rapid; and Indian chrome leather hides found a 
profitable market in Great Britain. There are several difficulties 
experienced in connexion with the development of chrome tanning 
in India, such as the highly technical processes requiring chemical 
knowledge and costly mechanical equipment. A considerable pro- 
portion of Indian cow-hides and goatskins is, however, eminently 
suited to this class of work and promising developments may be 
expected under the guidance of the expert tanner whose services 
have been secured by the Government for . the development of tlie 
tanning industry. ' . 

* 522 . Protection to the tanning industry. — In 1919, the Indian 
Tariff Act of 1894 was amended and an export duty of 15 per 
cent on hides and skins was levied with a rebate of 10 per cent on 
liides and sidns exported to other parts of the Empire and actually 
tanned there. The duty was imposed as a measure of protection 
to the Indian tanning indu.stry which had received a great stimulus 
from Government patronage during the War but which was likely 


’ Industrial: Handbook, pp. i6o-8. 
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to dwindle with the fall in militarv needs unless some other support 
was {^ivon to it. As the Indian tanneries, however, could only deal 
with a small proportion of the total supply of hides and skins in the 
country, the rebate n^as defended as a measure of help to the tanning- 
industry within the Minpire, so as to divert the tanning of Indian 
hide.s from Genua I) V to the British Empire. The experiment, how- 
ever, failed to achieve either of the objects. The Indian tanning- 
indu.stry did not succeed as expected. There was a fall in the 
export of hides from India to half the pre-War level and the gfreatcr 
part of the trade again passed to Germany. The Fiscal Commis- 
sion conrlcnincd the duty as wrong in principle, on the ground that 
if protection was needed, it should have been given through an 
import and not an export duty. The Government of India, impres- 
sed with the defects of the duty, reduced the rate to 5 per cent 
and abolished the 10 per cent rebate in 1923, the retention of the 5 
per cent duty being ju.stified on the ground of revenue need. The 
majority of the Taxation Inquiry Committee, however, agreeing 
with the Fiscal Commission advised its early abolition. Dr R. P. 
Paranjpye and Sardar Jogendrasingh held that the experience of the 
preceding few years was not conclusive owing to the abnormal con- 
dition-s of the War and advocated a detennined policy of protection 
for the Indian tanning industry and the retention of the export duty. 
The Taxation Committee, however, recommended the retention of 
the duty on skins which enjoy a good reputation in the world market 
and were not injuriously affected by the duty. Accordingly, the 
Finance Member proposed the abolition of the 5 per cent export 
duty on raw hides in the Finance Bill of 1927. The. Assembly, 
however, rejected the proposal, to the great disappointment of the 
exporters, as it was of the opinion that the interests of the Indian 
tanning industry would be injured by such a course. 

TJie Government of India appointed in September 1929 the 
Hides Cess Inquiry Committee to inquire and report on the, 
advisability of imposing a cess on the export of raw hides and. 
skins and of constituting a Committee, to administer such a cess on 
the lines of the Indian Central Cotton Committee for the benefit 
•of the indu.stry as a whole. Although the Government Resolution 
announcing the appointment of the Inquiry Committee contained 
the remark that ‘a satisfactory solution of the difficulty might be 
found in the replacement of the export duty by an export cess’, 
the Committee held- (one member, Mr E. L. Price, dissenting) that 
the question of the export duty was not specifically referred to 
them and found members’ views irreconcilable on. it. They recom- 
mended the imposition of a X per cent ad ■uflloretw cess on the 
export of raw hides and raw .skins, the proceeds to be spent on 



the impiovement: ol raw slock and of the tanning- and allied indus- 
tries. The cess fund was to be administered by a Cess Committee 
coasi-sling- of tlic representatives of growers, dealers, shippers of 
raw stock, the tanning industry, co-operative societies, Indian 
States and a few Government officials. It was proposed that, 
pending a decision on the separate question of the export duty, 
the total taxation of raw stock should remain as it rvas.^ 

The 5 per cent export duty on raw hides was abolished by the 
I’ inance Act of ig3/|. owing to the decline in the export trade in 
raw hides tvith Germany, while the export duty on raw' skins was 
abolished by the Finance Act of 1935 in order generally to lielp 
the revival of the export trade of India {sec also the chapter on 
-finance). 

The claims for protection of the Indian tanning and leather 
manufacturing industry as a key industry deserve to be carefully 
considered without further delay. Alongside of protection, however, 
there is considerable scope yet for internal improvement, for the 
principal difficulty which the industry has to face is the lack of 
organization and expert skill. Two factors have, however, opera- 
ted in favour of tlie tanning industry in India in recent years. 
There has been a noticeable increase in the consumption of leather, 
particularly for foot-wear, water bags, harnesses, etc. Secondlyj 
■with the increased consumption of meat in Central Europe there is 
a considerable supply of domestic hides at prices so low that there 
■is little inducement for Indian hides to be exported. This has made 
it possible for the Indian tanners to select hides and still pay for 
them prices higher than those ruling in Europe. 

§23. Chemical industries. — ‘In a modern slate the development 
■of chemical industries on a scale that renders them an important 
factor in the economic life of the State — as they are in England, 
Germany and America — necessitates the provision of certain essen- 
tials at sufficiently low rates. ’ These essentials are, at first, the 
fundamental Iieavy chemicals, especially sulphuric and hydrochloric 
acids, lime, cauEitic soda, sodium carbonate, nitric acid, etc. They 
■are used in the production of other chemicals from indigenous 
sources also for refining the various natural products or materials 
derived from such products. Thus large quantities of sulphuric 
acid and alkali ai-c required for refining fixed and mineral oils. The 
other two essentials are (i) fuel for power, heating purpose.s and 
■metallurgical operations ; and (ii) chemical plant. ^ 

t See Refort of the Hides Cess Inquiry Committee par. 112, 117, 

“ Industrial Handhook, p. 
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Thougi\ the War gave a cdnslclerable stimulus to many ol the 
fheniical iiidustnes, India still depends largeh’ upon foreign ehemi- 
eal-s. Thus in iq;i4-5 she imported cheinieals of the value of Rs. 292 
lakhs, as compared with the pre-War average of Rs. 90 lalths. 
However owing to the great variety and the relatively small quanti- 
ties of each kind consumed in India, under peace eondition.s local 
maniifacturer.s have .so far conJined their attention to a few heavy 
chemicals, siu;h as sulphuric, hydrochloric and nitric acids, which 
are largely in demand, the lieavy .sea freight.s on acids serving as 
ttrotection. Tlie absence of this natural protection, however," in the 
ease of salts derived from sulphuric, acid, has preventetl their manu- 
facture except on a small scale. Simple extracts and drugs are 
idso manuftictured on a small scale. Since the end of the War the 
chemical industries have shown indifl'erent progress. 

India’s sources of raw materials for heavy chemicals are not 
deficient if only the various mineral ore.s are properly treated. Her 
varied mineral wealth in sulphide ores, saltpetre, alum salts, lime- 
stone, magnesium, etc. has been alrciidy indicated. Striking suc- 
cess ha.s already been achieved in the manufacture of sulphuric ticid 
which is a most important key industry for all chemical industries, 
so much so that its production is suggested as a test for judging- 
the wealth of a country. There was a large demand for it, e.s- 
pccially duting the War, for explosives. The industry is already 
established in India, but the promise held out by the project of 
smelting- at Singlibhum the Burmese zinc concentrates for the 
production of spelter (zinc) has not been fulfilled. The Eastern 
Chemical Co. Ltd., Bombay, put up a case in 1928 before the 
Tarifi’ Board for a substantial subsidy for the manufacture of 
sulphuric acid. The industry has at present to face the keen 
competition of powerful European symlicates, Germany and the 
Lbiited Kingdom being the most serious rivals. ‘ As regards nitric 
acid, the home production cannot yet be regarded as adequate. It 
was staled by the representatives of the chemical industries before 
the Tariff Board that the establishment of, the new refinery for 
H, M. Mint, Bombay, would require about 200 tons ol' nitric acid 
annually which is double the present output. Here again Germany 
is the keenest competitor. The establishment of a plant for dhe 
recovery of the by-products in coking, such as tar and ammonia, 
has recently been undertaken. 

The other essentials of chemical industries are fuel and plant.. 
The fuel situation has already been examined and it has been shown 
how Indian coal deposits are unevenly di.stributed. Goal as fu“cl i.s 


■ See Report of the Tariff Board on the Heavy Chemical Industry, pnrV 72. 
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for instance cheap in Beiifjal, which is, therefore, a convenient centre 
for cerunn chemical industries; not so south India, however. 
Imiia’.s hydro-electric schemes are not as highly developed as those 
in Luioi'jc and America, hurlher attempts are necessarv to supplv 
cheap elecli-ic ptmer for the development of electro-nielallurgical 
and electro-chemical industries. The special plant required by the 
cliemical industries was imported before tlie ^Var, hut much of tlie 
simpler plant can be locally manufactured and a start has alreatly 
been made in this direction. 

§24. Protection to the heavy chemical industry. — This question 
was referretl to the Tariff Board in July 1928. The Board concluded 
that the claim ol the chemical indu.stry for protection resteil pri- 
marily on its supreme national importance. It v\'as a key industry 
who,se products were used in almost all industries, it wa.s indis- 
pensable for national defence and it provided an essential foundation 
for chemical research in industries and agriculture. 'I'he industry 
substantially lulfilled the conditions laid down by the Fi.scal Com- 
mission and had made out a case for protection. 'I'his wa.s to be 
given generally in the form of specific duties. In the case of epsom 
salts and zinc chloride the specific duties proposed were equivalent 
to ad valorem duties of 44 per cent and 34 per cent respectively. 
On the other chemicals the duties represented substantially the 
-existing- level of revenue duties. At the expiration of a period of 
seven year.s of protection, a fresh inquiry was to be held as in the 
case of the steel indu.stry. A bounty was to be granted for the 
manufacture of superphosphate which is used as an artificial ferti- 
lizer. The Board recommended reduction of. railway freights with 
a view to the formation of a large .scale chemical indu.stry in India. 
Having regard to the overproduction in Europe and manipulation 
of prices by powerfuT European combines, the Governor-General-in- 
Council was to be empowered to impose additional duties on being- 
satisfied that chemicals were entering India at such prices a.s were 
likely to render the protection given ineffective.^ After a con- 
siderable delay the Heavy Chemical Indu.stry (Frotcctiou) Act, 1931, 
which was passed on 1 October 1931, gave effect to .some of the 
recommendations of the Tariff Board. . It removed magnesium 
chlAride from the free list and imposed on this and certain other heavy 
chemicals protective duties at various rates. These duties were to 
remain in force till 31 March 1933 except in the case of magnesium 
chloride. The protective duty on the latter was to operate up to 
31 March 1939 and could be enhanced if necessary. 

‘ See Report of the Tariff Board on the Heavy Chemical Industry, par. 

137- 
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§25. Oil-inilling industry.— We may here say something re- 
garding" the oil-milling industry. Thoug’h India produces a variety 
of oil-seeds, she is mainly a seed-exporting country and has not 
properly developed the manufacture of finished producls such as 
refined oils and oil-seed cakes. In Europe and America, efficic'nt 
plant and improved processes are used. In India we still do oiir 
uil-pressing mostly by the archaic method of the bullock and tlic 
ghani, which leaves a larg-e percentage of oil in the cakes, im- 
pairing their usefulness for cattle feeding or as fertilizers. In 
addition to tliis the oil is usually highly coloured and irnpiu'c and 
fetches comparatively low prices in the market. 

There has been in recent years a great increase in the number 
of oil-mills worked by steam or other mechanical power, especially 
in the case of mustard oil, ca.stor oil, and groundnut oil. There are 
several difficulties experienced by the oil-milling" industry in India. 
In the first place, oil-seeds are admitted duty free into most coun- 
tries, whereas finished products are subjected to a tariff duty. 
Secondly, freight on seed is lo'tver than on oil and even on cakes. 
Moreover, the Indian cultivator is prejudiced against machine-made 
cakes as cattle food or manure. Lastly, India cannot absorb today 
all the cakes or meal manufactured for fertilizers and feeding, though 
her interests require an increase in this demand. It is, however,, 
both unsound and uneconomic for India to export her oil-seeds in- 
stead of manufacturing the oils and oil-cakes herself. She is 
thereby deprived of the manufacturer’s profits, and Indian agriculture 
of cattle food and manure of high value. Moreover, vegetable oils 
have several important uses and play a great part in the economic 
life of a civilized community. Vegetable oils and tallow are- 
necessary for the manufacture of, soap, glycerine, and for culinary 
and lubricating purposes, etc. Since the War considerable attention 
has been given to the possibility of developing the Indian oil-milling- 
industry on a large scale. Persistent effort to place the industry 
on a sound footing has every chance of being crowned with 
success. ”, 

§26. Paper>inaltmg.— The production of mat-bin e-madc paper in 
India in modern times apparently dates from 1870 when the Bally 
Mills were establi.shed on the Hooghly. Its neighbourhood is C5 till 
the principal centre of the industry. The Titaghur Paper Mills were 
established in 1882 and absorbed in 1903 the Imperial Paper Mill, 
which had been started at Kankinara in 1892-4. The Bally Mills 
after an apparently promising career for some years were liquidated 
in 1905. For thirty years : after 1892 no new paper mill was es- 
tablished on the Hooghly, but , in .1922, the Indian Paper Pulp 
Company, which was formed in igi8 for the production of pulp and 
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papci liom bfiinboo, ooniinenccd manufacture of paper in the Naihati 
Mill. As regards the up-country paper mills the oldest of them, 
the Upper India Couper Mill, Avas established at Lucknow in 1879. 
In 1HS5 the Ueccaa Paper Mill Company wa.s formed and started 
work at Poona in 1887. The most important up-country paper 
mill <'i.t present is tit Raniganj. It was started in 1891 by the Bengal 
Paper Mill Company formed in 18S9. There are three other siimll 
paper nulls in India, two at Bombay and one at Punalur in the 
Iravancore State. In 1927-8, the Carnatic Paper Mills started 
operations at Rajinahendry for making paper from paddy, straw 
and bamboo. The Punjab Paper Mills Company has olttained a 
large concession with regard to hhahhar grass in the Punjab for 
its factory near Saharanpur. Barring these two new mills, the full 
annual capacity of the old nine mills was placed by the 'lariil: Board 
at 33,000 tons, which tvould be raised to 43,000 tons if the new 
mills were included. In Assam, a new company has been formed 
and at Chittagong a new factory for manufacturing paper pulp from 
bamboos has been opened. The Indian production of paper amount- 
ed to 892,000 cwt in 1934-5 as compared with 804,000 cwt in 1932-3. 
In the same year there were altogether ten paper mills in India, 
namely, four in Bengal, three in Bombay and one each in the 
United Provinces, Madras and Travancore. The Tariff Board 
estimated the market open to the Indian paper-maker at the present 
rate of consumption at about 50,000 tons out of a total annual 
consumption estimated by the Board at 100,000 tons. Thus when 
the full production is attained by the existing mills they will be 
supplying four-fifths of the rvliole demand and, therefore, the market 
which the Indian mills can capture is not large enough to admit 
of any great development of . the industry. Until the demand in 
India for finer and more expensive paper increases subslantially no 
Indian mill will be able to compete tvith the European mills which 
specialize in the finer qualities. 

The staple material of the paper-maker in India has hitherto 
been sahai grass which grows abundantly in northern India and i.s 
like the esparto grass in Europe. Indian wood has not yet been 
used to make paper, and pulp is imported from Europe. For the 
chofiper kinds of paper, rags, hemp, jute tvaste and waste paper are 
used. The Indian Paper Pulp Company is a notable exception and 
make.s paper from bamboo pulp. Sahai grass grows in scattered 
tufts intermixed with other vegetation and is affected by unfavour- 
able seasons. The yield of bamboo per acre is larger than of 
grasties and the cost of production also smaller. Bamboo is easily 
available in Burma, Bengal and south-west India. For the great 
bulk of the paper consumed in India, bamboo fibre is quite good 
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enough, tlioug-h :is a paper-making- material bamboo is inferior to 
sahai grass in strength and durability. But as already pointed out, 
the Indian demand for the better qualities of paper is small. 
Bamboo has been the subject of a good deal of attention from this 
point of view since 1875. In 1905 the possibilities in Burma were 
investigated by a special expert, and a pulp expert was appointed 
.subsequently at the Forest Research Institute. As a result of the 
re.searehcs carried out there, great expectation.s lia\'e been raised 
regarding the future of the bamboo paper pulp industry, and it is 
believed that, if the Indian bamboo and grasses could be success- 
fully utilized i'or paper pulp, the anxiety regarding a world shortage 
of paper could be largely removed. However although the out- 
look in respect of raw material is promising, the industry is at 
present working under certain disadvantages, such a.s the high cost 
of chemicals, heavy transport charges for coal, and severe foreign 
•competition from Scandinavia, Germany, the United Kingdom, 
Austria, Japan, and the U.S.A. Imports of paper have been 
increasing in recent years. The imports of paper and pasteboard 
•combined increased from 2,564,000 cwt valued at Rs. 263 lakhs in 
1933-4 to 2,938,000 cwt valued at Rs. 273 lakhs in 1934-5. 

§27. Protection to paper. — ^The Tariif Board was asked to 
consider the claim to protection made on behalf of the paper and 
paper pulp industry in April 1924. The Board excluded certain kinds 
of paper such as newsprint, pasteboard, etc. from the scope of its 
inquiry on the ground that they did not compete with the product 
manufactured by Indian mills, which could not possibly supply them. 
The Board’s investigation, however, justified the hope that the 
manufacture of paper pulp and paper from bamboo could lie success- 


fully developed in India. They recommended a protective duty of 
I anna per lb. for five years on certain clas.ses of writing and 
printing paper competing with Indian paper and a loan or g-uarantee 
in re.spect of both principal and interest of Rs. 10 lakhs to the 
Indian Paper Pulp Company at Naihati to enable them to purchase 
more plant and so test the sulphite process on a commercial basis; 
and tlie grant of similar assistance to any mill which was prepared 
to test the soda proce.ss. So far as the manufacture of paper from 
sahai grass was concerned the Board did not grant the claim efor 
protectioii on the ground that it would never prove a commercial 
•success iivview of the difficulty regarding adequate supplies of raw 
material and of fuel near each other. • 

In 1925 the Bamboo Paper Industry (Protection) Act was passed 
providing for the imposition of a protective duty of, 1 anna per 
lb. as proposed by the , Board for seven years until 31 March 
J932, so as to .secure a firm basis for the industry. The proposal 


ol Liu; board regarclingf loans, etc. was not accepted on tiie ground 
that financial assistance of this sort could not be given to the industry 
as a whole, but would in fact place individual firms at an advant:agu 
in 1 elation to their competitors. Moreover, the privilege of mono- 
Iioly attached to the patent rights of the soda and sulphite processes 
precluded the grant of assistance, which could only be given to the. 
owners of these rights. The Bamboo Paper Industry (Protection) 
Act oi 1932 renewed the protective duty up to 31 March 1939 
as recommended by the Tariff Board, which found that considerable 
progress had been made in developing the bamboo paper industry, 
that ample supplies of raw material were available at lower prices 
than in 1925, and that the cost of production in Indian milhs had 
been materially reduced during the period of protection. The .same 
Act imposed a new protective duty of Rs. 45 per ton on imported 
wood pulp to supply a definite stimulus to the manufacture and use 
of bamboo pulp. 

§28. Glass manufacture.— Glass-making is a very ancient 
industry, and reference is made to it by Pliny who speaks of the 
superior ‘Indian gla.ss’ made from crystals. However, no traces 
survive of the ancient industry, and all that is certain is that in the 
sixteenth century it existed as an established industry but had not 
advanced beyond the stage of producing very inferior material 
utilized for the manufacture of bangles and, to a small extent, 
small bottles and flasks. Then as now there was a large demand 
for bangles in the country. More recently, between 1892 and 1893, 
five g'lass factories of the modern type were established, but they 
were all wound up sooner or later. Those started under European 
management struggled hard and survived longer, but the last of 
them failed in 1908. Another European attempt, also unsuccess- 
ful, was made in Madras in 1909. 

The glass industry, however, seems to have a peculiar fascina- 
tion for Indians, for, in .spite of the previous failure.s, as many as 
sixteen factories on a small scale were started during the swadeshi 
period 1906-13 and were the products of pure Indian enterprise. 
In some cases European trained glass-workers assisted them and 
in others they relied on Japanese workers under the control of 
Intlians who had been to Jajjan to learn the methods. Only three 
Of these factories, however, were in operation on the eve of the 
War, and none of them was making a commercial profit, though 
the "I'alegaon factory in the Poona district, aided by the Paisa 
Fund, was paying its way on the somewhat peculiar and non- 
commercial lines on which it was run. 

Two well-defined classes of the industry- in its present stage 
can be distinguished; (i) the indigenous cottage (bangle-making) 
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iiidiistry; and (ii) the modern factor}' industry. The indigenous 
industry is spread all over India but is chiefly concentrated in the 
Firozabad district of the United Prot'inces and the Belg’aum district 
in the south* '['here is a large colony of bangle-makers and about, 
sixty bangle factories in Firozabad. The Firozabad industry is 
mainly engaged in making cheap bangles from glass cakes or 
blocks made in larger factories, It supplies nearly one-third of 
the total demand, and was in a flourishing- condition during the 
War period. The ‘silk’ bangles imported from Japan are, however, 
a serious rival to the home-made article. 

The factory industtw is yet in a condition of infancy and its- 
production is mainly confined to manufacture of lampware and,, 
to a le.ss extent, of bottles and carboys. As a I'esult of the stimu- 
lus given during the War period by the demand for specialized 
glass passing through the Munitions Board, several factories have 
with some success turned out glass tubing, flasks, beakers, Petri 
dishes and test-tubes; and a few works have been started to meet 
the demands of .scientific laboratories controlled by the Indian Medi- 
cal Service. Indian factories cannot, however, turn out sheet and 
plate glass, laboratory or table glass or artistic glassware, though 
the Ogale Glassworks in the Aundh State (Bombay) have recently 
succeeded in producing flower-pots of different designs. 

§2g. Imports of glass. — In the pre-War days India imported 
glass and glassware valued at Rs. 190 lakhs, the principal imports 
being bangles, beads, false pearls; sheet and plate glass, lamp- 
ware, bottles and phials, soda-water bottles, tableware, etc. Austria 
and Germany held a predominant position in the trade, their share 
being 57 per cent of the aggregate imports. During the W''ar,. 
the imports of bangles and lampware decreased and their place 
was partially taken up by Indian -wares. The total value of glass- 
ware produced in India was estimated at Rs. 40 lakhs for 1917-18. 

It was estimated by the Tariff Board in 1932 at 140 lakhs. Japan 
has Increased her share in the imports of glass enormously. In 


1929- 30, imports were valued at Rs. 252 lakhs and mainly came 
from Japan, the United Kingdom, Germany, Belgium and Czecho- 
slovakia, which shows that the Indian industry is still in a condition 
of infancy. The value of the imports receded to Rs. 165 lakhs' in 

1930- 1, 122 lakhs in 1931-2 and . again In 1933-4. In 1934-5 it 
increased to 133 lakhs, Japan still retaining the foremost position, 
the value of her supplies being 64 lakhs. 

In addition to foreign competition other difficulties are inexperi- 
enced control, lack of trained men, insufficient supply of csscnti.-il 
materials like coal and .soda a.sh, sand and lime, inadequate finance, 
etc. In 1932, according to the figures published by the Tariff 
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Board, tliero were 59 g-lass factories, the chief centres being- 
Bomba}-, Jubbulpore, Allahabad, Naini, Bijhoi, Ambala, Lahore and 
Cidciitta. The Report of the Tariff Board shows that the glass 
industry has a wide geographical distribution in India anti there 
arc marked differences in the nature of its products and in the 
methods of their manufacture in its location. But all branches of 
the industry have a common need for the same raw materials.* The 
choice of sites for the glassworks, especially during the War period 
when the high prices led to the neglect of this factor, ha.s not 
alway.s been quite happy, and personal coiLsiderations rather than 
convenience in respect of the vicinity of. raw materials and markets 
have often been allowed too much influence, .\llahabacl and Naini 
in the United Provinces enjoy enormous advantages over other 
centres like Bombay owing to their location in the vicinity of raw 
materials and fuel supplies.® 

The fuel difficulty may be overcome by the supply of cheap 
electricity for working electric glass-furnaces but this is not such 
an easy matter as used to be once fondly imagined. Labour 
difficulties are no doubt serious as the glass industry even in its 
simple form is highly technical and can be efficiently conducted 
only by scientifically trained managers and expert workmen. Useful 
work has been done by the Paisa Fund Glassworks at Talegaon in 
training glass-blowers, and the expansion of the industry under 
War conditions was chiefly due to the supply of men who came 
from this place, although the training given there leaves much to 
be desired. Sir .Alfred Chatterton suggests the establishment of a 
Government glass-factory equipped with an efficient technological 
laboratory and a competent staff of experts and skilled glass- 
■workers.*’ Railway facilities are also necessary. 

§30. Protection to glass industry. — In response to the re- 
presentation of the glass manufacturers in India the Government 
of India referred the claim of. the glass industry for protection 
to the Tariff Board in October 1931. The Board, which submitted 
its report in 1932, recommended the grant of protection for a 
period of ten years and outlined proposals for protective duties 
on sheet and plate, glass, bangles, beads, false pearls, glass and 
gTassware. The Government of India’s decision, which was an- 
nounced as late as June 1935 j was adverse to the findings of the 
Tariff Board. They did not accept the plea for protection on the 

i See Report of the Tariff Board (Glass Industry), par. 4. 

“ See Fox, Notes on Glass Manufacture {BaWetims of Indian Industries and 
Labour, No. 39 (1922)]. 

Industrial Handhoak, pi, 26^ ■ \ 
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g-round that the absence of indigenous supplies of raw materials 
(namely soda ash) constitutes a disadvantage to the industry which 
cannot possibly be balanced by any advantages which it possesses in 
other respects. They have, however, postponed their final decision 
until the possibilities of tapping- new sources of supply of soda ash 
are. fully explored. In tlie meantime they have decided to afford 
the glass-manufacturing- industry a certain measure of relief by 
^v'fiy of a rebate of duty on imported soda ash, the refund being 
full in the case of isoda ash of British and Colonial origin and 
partial (in excess of lo per cent) in the case of other soda ash. 
'Fhis concession will continue' fdr three years, at the end of which 
period if it appears that a prima facie case' 'ifor protection then 
exists furtlier reference will be made .to the ; Tariff Board. This 
- decision of the Government . of India i has'; created great disappoint- 
ment among the glass manufacturers and has been the subject of 
adverse criticism in general. The 'Taififf Board, while admitting" 
that satisfactory sources of soda ash were not yet in existence in 
India, did not consider that this fact in itself invalidated the claim 
for protection advanced by the glass industry.^ 

§31. The cement industry. — It Is surprising that in spite of the 
large home market in India, favourable conditions to manufacture 
and the national importance of the industry, the cement industry 
Occupied an insignificant position before the War, and was not able 
to produce cement up to the requirements of the British standard 
specifications. Even before the War India consumed large quanti- 
ties of cement, importing about 180,000 tons a year. The demand 
for cement has rapidly increased after the War and is now in the 
neighbourhood of 600,000 tons a year. The use of fcrro-concrete 
in bridges and heavy structural work of all kinds is extending rapidly. 

It has even been said that the Steel Age is now giving place to 
the Cement and Ferro-concrete Age. 

The manufacture of Portland cement commenced in Madras as 
long ago as 1904. It was, however, only on the eve of the War 
that production on a large scale was contemplated in India by the 
three companies formed in 1912-13. . The earliest to start opera- 
tions -WHS the Intlian Cement. Company at Porbiindar (Kathia-vAmr) 
followed by the Katni Cement and Industrial Company (Central 
Provinces) and the Bundi Portland Cement Company (Rajputana). 
Recently the industry has developed especially under the patronage 
of the Government who purchased, during the latter part of the 
War, the great bulk of the output. In the post-War boom period, 
a number of companies were floated under the temptation of large 

' liejiort 0/ the Tarijf Hoard (Glass Industry), par. 39; 
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profits which the industry was then earning-. The three old com- 
panies doubled their output and seven new ones were projected and 
six of them started operations by 1923. Thus the development was 
very rapid and the aggregate production increased from 945 tons 
in 1914 to 236,746 tons in 1924, the imports showing a decreast: 
from 165,733 tons to 124,186 tons during the same period. The 
imports further declined to 112,000 tons in 1930-t of which 63,200 
tons was supplied by the United Kingdom, other principal source.s 
being Japan, Germany, Italy and Belgium. In 1934-5 imports of 
cement showed a further decline and amounted to 67,000 tons 
valued at Rs. 24 lakhs, the Madras Presidency and Burma having* 
the largest share in the imports. In the same year the , total produc- 
tion of. Portland cement in India amounted to 764,000 tons as 
compared with 643,000 tons in 1933-4 and 593,000 ton.s in 1932-3. 
The progress of the Indian Cement Industry as a whole has, in 
recent years, been facilitated by the establishment of the Cement 
Marketing Company of India representing all the Indian cement 
companies. The quality of Indian cement is not inferior to that 
of the British product and it more than holds its own against tlie 
cheaper continental cement. 

The Tarifl' Board found that the industry possessed natural 
advantages, such as abundant limestone of excellent' quality occur- 
ring in many parts of the country dose to railway lines; suitable 
clay also close to railway lines; and the production of gypsiim in 
the country, though it has to be transported over long di.stances. 
But the industry labours under a considerable handicap with regard 
to fuel as most of the works are' .situated away from the coal-fields. 
Regarding markets, the Board points out that the up-country market 
is a naturally protected market for the Indian cement works, which, 
except for the Kathiawar factories, are above 300 miles from any 
port. Elsewhere, Indian cement has to face the competition of 
foreign supplies. However, as the principal market for cement in 
India is not up-country but in the ports of Bombay and Calcutta 
most Indian fa(.-:tories are at a disadvantage here, being away from 
the ports. ^ 

The Tariff Board, to whom the claim of the industry for protec- 
tion was referred in April 1924, declined to recommend protection 
to the industry on the ground that it was suffering from over- 
production and prices were determined by internal competition among 
the Indian manufacturers and not by the imports. The Board 
calculated that the. Indian works were already capable of supplying 
a m’aximum output of 600,000 tons, 'w^erea.s the annual consumption 

' li sport of the Tariff Board (Cement Industry), par, 8-12. 
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was only 390,000 tons.^ It considered, however, tliat it w'oukl 
not he long before conditions became stable, and with a view to the 
removal of the handicap to which Indian cement is subject owing 
to the great distance of most of the factories from the coal-fields 
or the ports, recommended that legislation should be introduced 
authorizing the Government to pay bounties on cement consigned 
from Indian factories to certain ports or to railway stations within 
a specified radius of these ports, provided the payment of bounties 
did not lead to a reduction in the price of Indian cement in relation 
to the price of imported cement. The Government of India did 
not accept the principle of such . conditional legislation and decided 
not to take any action on the report. 

^32. Other inquiries by the Tariff Board. — (i) Printers’ ink . — 
During 1924-5, the Board examined the application made by the 
Hooghly Ink Company, which is the only large firm in India. It 
was represented on its behalf that while imported printers’ ink 
was subject to a duty of only per cent ad valorem, the Indian 
manufacturers had to pay 15 per cent ad valorem duty on the ran^ 
materials imported from abroad. Therefore, they claimed either 
(a) exemption from the 15 per cent duty or (6) that the import- 
duty on ink should be raised to 15 per cent. The Board could 
not agree to the first alternative on administrative grounds. Re- 
garding the second alternative, the Board found that practically 
the disability on local manufactures would be removed by increas- 
ing the duty on printers’ ink from 2^ per cent to 5 per cent. The 
Government of India gave effect to this proposal in the Tariff 
(Amendment) Act, 1926. (ii) Coal industry . — Reference has already 
been made to the competition of foreign coal, especially of the 
South African coal, and to the demand for protection for the Indian 
coal industry.- The Tariff Board concluded its inquiry in 1926 
and reported that there -was no case for general protection, but 
that a duly at the rate of Rs. i-S-o per ton would be justifiable. 
The Majority Report pointed out that a case had not been made out 
for a protective duty on all imported coal. No doubt the industry 
po.ssesses great natural advantages but protection would not result 
in any substantial development. The depression in the industry was 
principally due to over-rapid development during a period of high 
prices. Moreover, in principle, measures which tend to raise the 

’ Since tlie Tariff Board reported there has been a further increase in 
consumption as showtt by the fact that in addition to the greatly increased 
Iiome production of 764,000 tons in 193-4-5. 67.000 tons of cemrat wii.s impuft.-d, 
as slated above, during the same year, 

■ See vol. I, clt. i, : §29. 
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cost oi: fuel should not as a rule be adopted unless the reasons for 
them art! coj,>-ent and convincing. 'I’he 'raviff Board advised 
colliery-owners to try to remove the prejudice in the west of India 
regarding Bengal coal. The certificates issued by the Coal Grading 
Board should be a great help in this connexion.^ Sir Padaniji 
(then Mr) Ginwala in his separate Report pointed out that a protec- 
tive duly on Engli.sh coal was not justifiable as it is of a kind and 
(luality different from and superior to Indian coal which cannot 
reasonably be expected to compete with the former. The Imports 
from Australia and Japan were negligible. Hence there was no 
need for a protective duty on imported coal, except on South 
xAfrican coal.® 

Mr Ginwala dissenting from his colleagues recommended that 
a countervailing duty of Rs. i-8-o per ton in addition to the existing 
duty of S anna.s per ton should be imposed on South African coal. 
He held that extensive damage had been done to tlie Indian coal 
industry by the competition of South Afriam coal in India and the 
Eastern markets, and that the bounty, in the form of freight con- 
cessions to the export coal and part of the bunker coal, granted by 
the South African Railways, was the principal cause of the damage 
and that the imposition of a countervailing duty was justifiable in 
accordance with the policy of discriminating protection.'’ The 
Government of India agreed with the unanimous finding of the 
Board that the case for a protective duty on all imported coal had 
not been established, and endorsed the view of the majority that 
in the existing circumstances the imposition of any duty was not 
advisable. The issue of a countervailing duty of Rs. i-8-o per ton on 
imports of South African coal (in addition to the existing revenue 
duty of lo annas per ton on foreign coal) has once again been 
raised by the Associated Chambers of Commerce who, at their 
annual conference in 1935, put in a strong pica for the levy of such 
a duty with a view to giving protection to the Indian coal industry 
against imports of South African coal which take away the demand, 
which is already small in comparLson with the output of coid.‘ 

^ Majority Report of the Tariff Board (Coal Industry), par. .^2. 

” Minority Report of the Tariff Board (Coal Industry), par. 2. 

See Minority Report of the Tariff: Board {Coa.1 Industry), pp. 78-0. The 
m.ajority did not approve of the countervailing duty on South -African coal, 
on the ground that the invasion of the Indian markets by .South African coal 
w.a.'! not due to the bounty alone, but also to the unsatisfactory quality and 
condition of the Indian coal sent to Bombay and Sind in recent year.s ; that it 
■would not help Indian coal to recover its lost position in Ceylon and the Far 
East; and that it might provoke retaliatory measans {Majority Report, 
par. 72). 


INDIAN ECONOMICS 


(iii) Match imlustry . — With the exception of the Gujarat Islam Maldi 
Factory in Ahmeclabad founded in 1895, there was no successful 
manufacture of matches on a commercial scale in India before 1921. 
From time to time factories on a small scale were started, but they 
Soon closed down owing to unsuitable location, inadequate capital, 
or inefficient intmagemeat. There has been considerable exjtansion 
in recent years as a result of the imposition, in 1922, of an import 
duty for revenue purposes on .matches of Rs. i-S-o per gross, or 
more than 100 per cent ad valorem. The industry commands a 
large home market,, consumption being estimated at seventeen 
million gross <'i year. Labour is cheap and well able to manipulate 
the simple machinery. There are at present about twenty-seven 
factories with a capacity of 500 gross a day or over. The most 
striking- development has been the establishment, in view of the 
import duty, of match factories in India by the gigantic Swedish 
combine, which already controls about seventy per cent of the 
total world’s demand, and there has been considerable agitation by 
the Indian Chambers of Commerce about the adverse repercussions 
of this dominant foreign concern on the indigenous industry. Re- 
garding the claim for protection, the Board reporting in 1928 held 
that the prices of Indian matches were regulated by internal com- 
petition and the consumer got them as cheap as it w'as possible to get 
them and that the industry would be able to resist world competition 
without the assistance of the State, It recommended, however, 
that the current revenue import duty of Rs. 1-8-0 per gross should 
be converted into a protective duty for an indefinite period so as 
to give assurance to the industry that it would not be, deprived 
suddenly of the pi-otection it had enjoyed so far. It did not, 
however, recommend any measures for the time being to safeguard 
Indian interests against the Swedish Match Company in India. 
It held that the company had been doing useful work in the 
expansion of the industry in India, and that with protection for 
the Indian industry it would help po-wmrfully in developing Indian 
sources of .supply of the raw material and, in general, in enhancing' 
the standard of quality and introducing modern methods. The 
Board, however, advised the S-wedi.sh Matcli Company to adapt 
itself to Indian nationalist and political sensitiveness by reconstruct- 
ing itself with a rupee capital and admitting Indian directors, and 
acknowledged the necessity of keeping a watch on the company 
to see that it did not employ its large resources to establish a 
monopoly in India,’: 

‘ The Boiird hold that it was . utterly 'impossible to build up a cottage 
match-making industry in India, in view of the rompelition of the mass 
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llici Assembly passed the Match Industry I’rotectioii Bill in 
September 1928 as recommended by the Tariff Board, by which a 
duty ol. Bs. i-b-Q was levied on a gross of boxes each containing- 
too matches. A duty of 4I annas was levied on every pound of 
undipped splints used for match-making-, and of 6 annas per lb. 
on veneers used in box-making. A considerable section of public 
opinion in the country along with the Indian Chambers of Com- 
merce was strongly opposed to the policy of the Tariff Board and 
the Government in allowing- a foreign concern like the Swedish 
Match Company to avail Itself of the advantage of protection with- 
out the statutory adoption of the usual precautions to safeguard 
Indian interests. The Government assured the Assembly, however, 
that they would certainly take special precautions to .see that the 
Swedish combine did not prove a menace to the indigenous industry 
by developing into a monopolistic concern.'- They also announced 
that they did not contemplate keeping the protective duty for long 
at its present height. The Indian match industry, sheltered by a 
high tariff, is thus able to meet India’s domestic requirements and 
imports of foreign matches are now insignificant. Only 379,000 
gross of boxes of matches valued at Rs. 4 lakhs was imported in 
1930-1, as compared with 13I million gross valued at Rs. 204 lakhs 
in 1921-2. The imports in 1934-5 amounted to 54,000 gross valued 
at Rs. 62,000.^ (iv) Petroleum oil industry . — The Tariff Board 
issued its report, in September 192S, on the claim for protection 
made by the Indian petroleum industry which had represented to the 
Government of India that the indigenous industry was hit hard by 
the kerosene oil rate war between the Standard Oil Company of 
Ne-w York and the Royal Dutch-Shell group, resulting in the 
dumping of kerosene oil in India at prices below world parity.'* 
The immediate, cause of the war was said to have been the purchase 
by the Standard Oil Company of New York from the Soviet Govern- 
ment of Russia of kerosene, which the Royal Dutch-Shell Group 
claimed as rightfully belonging, at least in part, to them. The 
n-iajority of the Board, while admitting that the sale of imported 
oil at jiriccs below world parity had been established, held that the 

production of factorias. See Re-port of the Tariff Board (M.atch Industry), 
1928, par. 131-2. 

' Tlic Fe(ler.ation of Indian Chambers of Commerce at its annual session 
in 193 1 urged the Government to take steps to secure the acceptance by the 
Swedish Match Company of the recommendations . made by the .Tariff Board- 
in view of its unfair activities, such, as rate war -witl-i the, indigenous industry. 

" The impo.sition of an excise duty on matches in 1934 and the consequent 
cli.anges in the import : duties are dealt with in ch. xii, §7. : 

" See Refioi’i ol the Tariff Board (Oil Industry), par. r-3. 
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applicant companies had failed to prove their claim for protection 
and to disclose certain, facts reg-arding the oiler of compensation 
by the Dutch i:ompanies for losses suffered by the former as a 
result of the oil war.* Moreover, the oil war was not opposed to 
national interests and was an incentive to progress in the Indian 
industry. The Govei-nrnent of India, agreeing with the Board, 
declined to take any steps to protect the indigenous industry, es- 
peciallv as tiie rale war had ended, (v) Gold thread industry . — It is 
gratifying that the Gold Thread Industry (Protection) Act, \vhich 
was passed in February 1931, gave effect to the recommendations 
of the Tariff Board regarding the grant of protection to the industry 
in India. It impo.sed for a period of ten years, a protective duty 
of 50 per cent ad valorem on silver thread and wire including 
so-called gold thread and wire, as well as silver leaf and lametta, 
metallic spangles and articles of a like nature. It also restored the 
duty on silver plate and on silver manufactures ‘not otherwise 
specified’ to the original level of 30 per cent ad valorem. 

CoTT.AGE Industries 

§33. Causes of the persistence of small-scale production.— 
Industrial advance at the present time is generally associated with 
the predominance of production on a large scale. It must be 
remembered, however, that it does not necessarily bring- about the 
total extinction of small-scale industry. Even in modern factory 
production, there are of course limits beyond which it is not ad- 
vantageous to increase the scale of production. The most effective 
scale of production is a matter which to some extent depends on 
the kind of motive power used. The increasing use of electricity 
instead of steam would, for example, tend to make the unit of 

* The President, Sir Padamji (then Mr) Ginwala dis.sented from this view 
though he agreed with the majority that no case had been establi.shed for the 
grant of protection in any form either as regards kerosene or petrol. He held, 
however, that the allegation ■ of dumping had not been established. In fact the 
indigenous indii-stry and tlie importers were selling kerosene oil at prices in 
excess of the American parity and were thus taking a toll from the Indian 
consumer. 'There is also evidence which suggests that all petroleum products 
are being sold in India at exorbitant prices owing to tbe oil business being 
in the hands of the oil trusts and that the consumer has to pay a sum which 
may amount to Rs. 5 crores per annUnj in excess of economic prices.’ He 
concluded that it was in the national interest that the subject should be 
further explored with the object of bringing about a reduction in the c.xorbil;anl: 
prices of petroleum products. The. ..importation of crude oil and the creclion 
of refineries by rupee companies particularly in Bomb.ny or the control by the 
Governinent of prices have ibeen .suggested as remedies for lowering priec.s. 
See Minority Iteport of the Tariff < Board Regarding the Grant of Protection 
to the Oil hidiatry, par. .{6, 54-5. 
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production smallor than the average factory at present without 
involving- any sacrifice of important external and internal economies. 
Again, in every progressive society there are a number of articles, 
such as artistic products and many luxury goods, which do not 
lend themselves to standardized production. Further, many of the . 
improvements in the material equipment of civilization give rise to/ 
a number ol small establishments to keep them going. An illustra-- 
tion that readily comes to mind is the multiplication of workshops 
for mechanical repairs which come in the wake of any considerable 
development of motor transport. Finally, new industries, so long 
as they are in an experimental stage,, are first tried on a small 
scale and it is only when their success is demonstrated that they 
are organized on a large seale.^ It thus comes about that even 
in the most advanced countries of the West, a number of small 
industries exist and flourish side by side with large-scale industries. 
For example, in France more than ninety-nine per cent of the 
industrial establishments employ less than lOo workmen each and 
of these the great majority erriploy less than fifty workers each. 
It is interesting to observe that, even in England, the home of 
large-scale industry, as many as 36,000 factories and workshops 
employed not more than five workers apiece in 1897, and even as 
late as in 1913, in the majority of trades the number of employees 
per establishment was below twenty. “ 

§34. Industrialization and cottage industries in India. — In 
India, particularly under the present conditions, industrial expansion 
in the near future is likely to be marked by the multiplication of 
small-scale enterprises all over the country. This is, however, a 
different thing from saying that India’s progress in industrialization 
will leave all the industries of the old type intact and in undimin- 
ished vigour. Some old, lifeless industries Avill almost always lie 
tibout the cradles of new-born modern industries, and we must 
expect that intense industrialization will be injurious to some of the 
handicrafts which exist at present. In some cases, the disappear- 
ance of old handicrafts may be unavoidable and must be accepted 
as the price of industrial progress, though it is to be desired that 
every eflbrt should be made to minimize the suffering and demora- 
lization attendant upon the transition and to ease the passage of 
inevitable change by taking care that it is not too sudden and by 
assisting those adversely afl’eeted by it to find a suitable alternative 
employment and in other ways. A brief account has already been 
given of the manner in which the: economic transition in India has 

‘ Radhakamiil M:ulcei-jee, The Foundations of Indian Economics, p. 360. 

’ Economic Journal, December 1922, pp. 
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all’ected the various indigenous industries,' and it has been pointed 
out that the artisans were left to their own resources and had to 
meet the new situation as best they could without ant' sort; of 
guidance or help from the State. This was a mistake and rare 
should be taken not to repeat it in future, (i) Some of the old 
industries like hand-spinning have already succumbed, and we do 
not beliei'C that the country is likely to gain by attempts to resusci- 
tate it by artificial means, though we have already admitted tliat as 
an ancillary occupation to agriculture it has some small possibi- 
lities. (ii) There are other cottage industries whose products are 
con)peting direclly with machine-made goods and which may be 
described a.s being in a state of suspended animation. Those who 
cling to them do so because of theiu unwillingness to give up their 
hereditary occupation, or because they are deterred by the r hard 
conditions of factory work as at present organized, or it may be 
that they are forced to remain in their traditional vocation by 
‘the patron and incubus’ of the petty artisan in India — the merchant- 
financier, who is interested in keeping him there indefinite^, so 
that he may recover his money and continue to exploit him. Each 
of these cases suggests its own appropriate remedy. Sheer con- 
servatism must be overcome by propaganda and education which 
should teach the artisan quickly to adapt himself to changed 
circum.stances. The dread of factory work must be removed by 
improving the lot of the factory worker and making conditions of 
work in thC; cities less deterrent than they happen to be at present. 
Emancipation from indebtedness must be effected by co-operative 
credit and other methods already discussed, (iii) The third cate- 
gory is that of cottage industries which do not suffer from inherent 
and irremediable weakness like the first two classes just noticed 
and may be fit to survive even under modern conditions. Those 
industries, for example, which are closely connected with agricul- 
ture and which require simple tools have generally nothing to fear 
from factory goods. There are also cases where the artisans have 
successfully adapted themselves to the new conditions and learnt to 
use superior raw materials and better tools, ‘The weaver has 
taken to mill yarn, the dyer to synthetic dyes, the brass and copper-, 
smith to sheet metal, the blacksmith to iron rolled in convenient 
sections, in each case with advantage to himself from the lessened 
cost of production, which has greatly extended his market. In 
some districts in lower Bengal, the weavers use the fly-shuttle slay 
exten.sively ; and they have recently adopted it in large numbers 

‘ Sec vol. 1 , cli. V, §20, 21, 25: also sec .Report on the Snnwy of Cottage 
Inchistries in Madras Presdiency (1929). 
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in the. coast districts of the Madras Presidency; while it is ahso 
gradually coming into use elsewhere. The tailors invariably emplcjy 
sewing' machines, and town artisans readily take to improved tools 
of European or American manufacture.”^ x-igain, the economic 
strength of some of the handicraftsmen is due to the fact that the 
goods they turn out are of such a character that they allow no 
scope for the employment of automatic machinery and large-.scale 
production, or are not any cheaper or better for being machine- 
made rather than hand-made. Also, popular taste may require too 
great a variety for the goods to be profitably turned out on a large 
■scale by means of modern mechanical appliances. I’roximily of the 
market, and a more intimate knowledge of the consumers’ wants 
may further turn the scale in favour of the cottage worker. “ 
Further, the selfrsufficiency of the village though no longer pre- 
served in its entirety is not altogether a thing of the past even 
now, particularly where the railway has not yet penetrated, and 
consequently some of the artisans still continue to occupy their old 
recognized place in the corporate organization of the village and 
■serve the simpler needs of the village-folk as in the days of yoi'e, 
receiving their remuneration in the manner already described.'’ 
However, the self-sufficiency of the village is being invaded more 
and more and as it disappears the position of these artisans will 
need to be adjusted. 

Modern industry has made only a moderate advance in this 
country so far, Nor has the policy of free imports of cheap foreign 
manufactures, which was in full swing until quite recently, wrought 
anything like the complete destruction of all the indigenous indus- 
tries. Workers in the various cottage industries still form a large 
percentage of the population in almost every town and village. 
Their numbers are .still vastly larger than those of the operatives 
employed in organized industries.’’ And while striving for rapid 
industrial expan.sion we must watch it with reference to its effects 
on the welfare of these numerous humble artisans throughout the 
country. , 

‘ Industrial Commission Report, par, 255. ' 

“ ‘Thus some kind.s of lioail-wear, dhotis and saris m.adn b)- the hand-looui 
tveaver.s have not been displaced by modern factories. The weavers of Dacca, 
iVfurshidabad, Madura and Benares, those engaged in making embroideries in 
Lucknow and Delhi and lace in Surat supply commodities for which the demand 
in the country has not been seriouiily affected by competition with similar 
machine-made articles. The metal Worker, the shoemaker; the goldsmith, the 
tailor,, the coafectioner and other craftsmen fall into .the same category and 
are similarly protected.’ — India in tgsS^Ij ’p, 330. 

: I'See vdl. I, ch. - V, §14. . r 

■' .See Industrial Commission Report, par. 233, : . • 
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We jnay lepeat that this does not impl}' that the State should 
try to perpetuate the existence of all old industries whatsoever at 
any cost, but it does suggest a thorough investigation of the posi- 
tion of each cottage industry in view of the prospect in the near 
future of substantial jirogress towards industrialization. Where it 
appears that an old industry is doomed to extinction, it is the part 
ot wisdom to accept the inevitable; and the problem in this case 
would be that of securing- a painless euthanasia. Where, however, 
an in<lu.stry of the old type possesses elements of inherent vitality, 
its survival should be assisted by every possible means. If large- 
scale organization is the essential condition of industrial progress 
we mu.st accept it unhesitatingly while guarding against its peculiar 
evils and dangers. But it is obvious that where organization of the 
old type does not spell economic stagnation or weakness its 
continued prosperity should be the object of our solicitude. The 
cottage industry secures a happier existence for the craftsman who 
works under comparatively healthy conditions in his own home hr 
the midst of his family. Understanding- as he does the whole series 
of connexions between the making and the using of the articles he 
produces, he can take much greater interest in his work and is able 
to enjoy something of the pleasure of artistic creation. It is also 
clear that in the cottage industry with its autonomous worker, 
there is no place for any antagonism between the employers and 
the employed, the possibility of which constitutes an ever-present 
difficulty of modern industry. 

In the light of these remarks we shall now proceed to examine 
briefly the present position of some of the cottage industries in 
India, and for this purpose we shall select the textile industries 
which are by far the most important and the widest in extent in 
India. : W ■ 

§35. The cotton hiiniMoom industry. — Hand-spinning of 
cotton is now almost completely extinguished and it need not detain 
us.‘ Hand-weaving, however, still provides .subsistence for nearly 
.six millions of people,® The Industrial Commission estimated that 
between two and three million hand-looms are at work in India 
with annual gross earnings of about R.s, 50 crores. And though 
it is no longer true that ‘everyone from the Cape of Good Hope 

to China, man and woman, is clothed from head to foot in the 

product of Indian looms’ (Pyrard), and though the present position 

‘ We have already discussed the possibility of the revival of the charkha 
in vol. I, oh. viii, §19, 

' For an excellent summary of the present position of Uic cotton hand-loom 

industry in the various provinces see Report of the Central BanUnfi Inquiry 

Committee, par. 299. 
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of the industry is far from satisfactory it has a s-rcat future before 
it, if suitable measures are taken to orf-ahize it properly. 

Tltere is no gainsaying the fact that hand-loom weaving- ha-- 
suflcred tmd in some cases suffered severely — on arcount of the 
competition of mill-made goods and the weaver has had no chance 
of success when pitted against large-scale organization turning out 
exactly identical articles at a much smaller cost. In these circum- 
stances, the weaver has had to abandon his calling in favottr of 
agriculture, often joining the ranks of landless labourers, and is 
forced to lead a very precarious existence with even less power of 
resistance against famine and scarcity than the ordinary cultivator. 
His position is, however, stronger in the case of goods wbii'h are 
either too coarse or too refined and artistic and as regards which 
the hand-loom can hold its own against machinery. The poorer 
classes, especially the villagers, prefer the hand-loom cloth as it is 
supposed to be stronger and more durable than anything of the 
same kind produced by the mills. The mills cannot take up the 
manufacture of the large number of specialized types of cloth, the 
use of which is decreed by the slow-moving Indian custom, because 
although the demand in the aggregate is large, the demand for 
each type is too small to make its manufacture in a factory econo- 
mically worth considering. There is, of course, also the case of 
the finest fabrics of genuine artistic excellence where individual 
skill is required. There is thus a clearly demarcated field where 
the handicraftsman remains supreme and which cannot be usurped 
by the factory. The table on page 31 shows an increase in the 
Indian hand-loom production between 1905-6 and 1932-3 from 830 
million yards to 1,460 million yards. This means that the hand- 
loom supplies nearly twenty-five per cent of the total demand for 
cloth in India. The inability of the Indian mills to make up 
adequately the deficiency of imported cloth during the War and 
the very high prices of mill-woven cloth after the Armistice were 
factors which substantially helped the weaver. Since 1922 how- 
ever, the weaver has suffered by foreign (especially Japanese) 
competition and increased competition of Indian mills; though the 
more skilful arid enterprising men have taken to silk-weaving and 
lace’ work. Altogether the hand-loom weaving industry has dis- 
played a surprising degree of vitality and adaptability. 

The weaver working in his own home works longer hours than 
the factory labourer, and has also the advantage of unpaid assis- 
tance from the women in the family in the inteiwals of domestic 
work. He is moreover content with a very small margin of profits 
as his standard of comfort is low. While this is a factor which 
increases his competitive power, its existence is not a matter for 
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cong-ratulation. The aim of reform ought to be so to improve the 
elliciencv of the hand-worker as to enable him to adopt and maiiUain 
a higher standard of life. Although theic are sound economic 
reasons for hoping that he ought to prosper if he confines himself 
to his proper sphere of work where the factory cannot trench on 
his dominion, his actual position is one of extreme poverty and 
distress. The discussion of the causes of and remedies for this 
state of things is capable of a generalized treatment applicable to 
all the cottage industries and has been placed at the end of the 
chapter as also the recent measures of help to the hand-loom 
industry adopted by the Government of India. 

§36. Woollen industry. — ^The manufacture of woollen goods in 
some shape or form is found in all parts of the country for the 
simple reason that the .sheep is a ubiquitous animal, though the 
quality of the wool varies from place to place, the sheep in the hilly 
tracts generally yielding wool of finer quality than those in the 
plains. 

Under the Moguls the manufacture of woollen carpets had 
reached a high pitch of excellence. The demand for woollen carpets 
came mainly from the royal courts and the nobility, and the 
industry found its natural habitat in the principal capital cities, 
though it migrated to other centres on the break-up of the Mogul 
Empire. The downfall of the Empire practically extinguished the 
local demand for carpets,, but it was gradually replaced by foreign 
demand after the establishment of British rule. The foreign 
demand, however, although it helped to stay the economic ruin of 
the artisan.s, was responsible for a deterioration in the quality of 
the goods. It encouraged the production of cheap articles 
fashioned according to patterns sent out to India from abroad. 
The growing use of aniline dyes was a furflier cause of deteriora- 
tion. The opening of the foreign markets also led to the appear- 
ance of a large number of middlemen which is the characteristic 
feature of trade in modern India especially of the export trade ; 
carpet-weaving in India at the present time depends almost entirely 
on foreign, demand which absorbs as much as ninety per cent of 
the total production. . 

The carpet-weavers were, mostly Mohammedans who organized 
tliemsclves into caste guilds which controlled the wages of workers 
and the prices as well as the quality of the goods produced. 
The guilds seemed to. have functioned cfiihctively and exercised a 
salutary influence on the industry. In course of time, however, 
the guild .organization suffered disintegration. Also, the craft 
ceased to be the monopoly of Mohammedan.s and ha.s come to be 
practised by a small number of Hindus as well, who often combine 
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it Avith agriculture. About fifty years ago, carpet-weaving was 
introduced into the jails, and the convicts trained in them 
often found employment in factories started at dift'erent places by 
exporting firms. 

Considered as a cottage industry, carpet-weaving is in a 
languishing condition on account of the ignorance and poverty of 
the weaver and the absence of organization. It is usual for the 
weaver to accept advances of money from the dealer, and the sys- 
tem of advances tends to convert the inflependent handicraftsman 
into a bond slave of the dealer and destroys personal interest in the 
work on the part of the weaver and all incentive for improvement. 
He is not able to take his labour or goods to the best possible 
market but must work according to the dictation of the dealer. 

The manufacture of shawls had attained great renown in India 
in the pre-British days, especially in Kashmir, and the Moguls 
were particularly interested in its development. For example, it 
was due to the efforts and patronage of Akbar that the industry 
came to be established at other centres than Kashmir, such as 
Amritsar, Lahore, Ludhiana, etc. The shawls of Kashmir were 
unrivalled for softness and fineness of texture and were in great 
demand in the countries across the frontier and in Russia. The 
famine of 1830 dealt a severe blow to the industry from which it 
never quite recovered and its difficulties were enhanced by the 
numerous imposts to which it was subjected in the Kashmir State. 
The development of an export trade to Europe which began in the 
early years of the nineteenth century was helpful in arresting the 
decline of the industry and is supposed to have at one time provided 
employment for over 15,000 workers. The Franco-German war of 
1871, however, was responsible for an abrupt shrinkage of the 
European demand. Nor was this sudden check temporary in 
character, for shawls rapidly went out of fashion in Europe and 
in spite of the close of the war no revival was experienced by the 
trade. Another Important factor which contributed to this result 
was the starting of shawl manufacture at Pai.sley in England, The 
sale of the famous Paisley shawls at one time exceeded a million 
pounds sterling and they successfully ousted the Indian article 
from the European markets. , 

'Another woollen manufacture that is -widely prevalent in the 
country is that of the coarse rough blanket (karnhli), which is put 
to such a variety of uses by the humble folk in the villages and 
‘serves as bed, portmanteau, overcoat or umbrella’. The produc- 
tion of blankets is generally a by-occupation pursued by shepherds 
or agriculturists who are mostly Hindus. There is no export trade 
in these articles but the industry is nevertheless important because 
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M very large number of people are engaged in it. It i.s immune 
from the competition of machine-made goods because the latter 
cannot stand the rough wear to which the kambli is subjected. 
Having regard to the facility -with which the raw materials can be 
obtained in every part of the country and the largene.ss of the home 
market, blanket- weaving would appear to hold out great promise 
as a cottage intlustry and its possibilities should be .systematically 
explored. The woollen hand-loom industry gives part-time employ- 
ment to tdiout 400,000 people. 

§J7. Sericiilture anil .silk manufactures. — The hr.st essential 
for the production of raw silk is an adequate stock of mulberry 
trees for feeding the worms in their larval stage. The soil in 
which tile mulberry grows, and the age and condition of the trees 
are important factors governing the successful practice of sericulture. 
An abundant and cheap labour supply is another indispensable 
factor. Whatever success sericulture has achieved in India has 
been confined to those parts of the country, like Bengal, Kashmir 
and Mysore, where all these conditions arc found to be present. 

Roughly, during the first three-quarters of the seventeenth 
century the Ea.st India Company was primarily interested in the 
trade in raw silk. Subsequently the Company realized that greater 
profits were to be made by exporting Indian silk manufactures to 
England and they pursued this policy with sufficient vigour and 
success to alarm weavers in England. Owing to the opposition 
of English weavers and for other reasons, the East India Company 
once more reverted to • the trade in raw silk and sulTered heavy 
losses,, which compelled them to withdraw from active participation 
ill the trade after 1835. In the meanwhile, the policy of favour- 
ing the production of raw silk and discouraging that of manu- 
factures had an adverse influence on the indigenous weaving 
industry.' Its position was further worsened by causes similar to 
those referred to in explanation of the decline of the woollen manu- 
factures of carpets and shawls, namely a change in the nature of 
the European demand and the progress of silk-weaving in Europe 
which soon outstripped the Indian industry as regards technique.® 
To this list of causes must be added the emergence of Japan, China 
and the United States as competitors iii the European markets, 

' The decline of the silk industry is indicated in a .striking m.-inner by 
figures for the export trade. The value of the export of silk manufactures in 
iSSfi was Rs. 32,96,000 ; in . 1934-5 k amounted to only Rs. 1,99,000. 

' ‘Up to 1830 India exported more woven silk' tlmn .she imported, but since 
about 1840, her, silk goods have been gradually ousted from botli the intcnuil 
and e.\ternal nwkels, and the export of sifk manufactures has tended to decline 
slightly since tlie'''pre-War; periofl.’—Anstey, op. cit., n. 284. 
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and as legards the local market, the demand for the kind of goods 
produced on the hand-loom was diminisliing among- the educated 
tind well-to-do chisses who might have been expected to fill, but 
tlid not fill, the voitl created by the extinction of tlie old nobilitv 
and the royal courts. 

In short, botii sericulture and silk-weaving- have siift’ered in 
India in recent times. India’s exports of the rtuv inatcriid liat-e 
not only decreased in volume but have changed in form. Most of 
the silk exported at pre.sent is in the form of waste or cocoons. 
I he reeling is so Ijadly done in India that foreign coiintrie.s prttfer 
to take the cocoons from this country and do tlie reeling themselves. 
'Ihe same reason explain.s the increasing popularity of imported 
.silk in Inditi. 'Ihe Indian tveaver.s themselves prefer the more 
even re-reeled Chine.se or Japanese to the home-made product which 
is ‘full of knots and loose ends and of unequal strength'. Efforts 
are being made, especially in Bengal, to improve the quality of 
the Indian silk. The Agricultural Department in that province 
runs two sericultural schools. .A large number of seed farms have 
also been started and are managed under departmental supervision 
by students who have completed their cour.se at one of the schools. 
The students trained at the schools are given awards of Rs. 250 
each and are provided with ‘seed stocks’ from the Government 
nurseries for erecting rearing-houses. 'J'his is known as the Selected 
Rearers System and is showing good results. Attempts are also 
being made in Assam and the Indian States of Kashmir and My.sore 
to encourage sericulture. In 1935 the Government of India 
established an Imperial Sericultural Committee, and grants 
amounting to Rs. 93)O00 as recommended by it have been allotted 

to various provinces to enable them to set up schemes for the 

benefit of sericulture in Bengal, Assam, Madras,, Bihar and Orissa 
and Burma. The scherae.s are designed to increase production of 
disease-free seeds and to help in investigating questions connected 
with silk-worm disease. An annual grant of Rs. r, 00,000 for five 

years has been promised by the Government of. India. The addi- 

tional stimulus to silk production provided by the high revenue duty 
of T5 per cent on imports of foreign silk was partially lost 
owing to the reduction of the duty on imported artificial silk to 
per cent in 1927, though owing to changes in tariff in 1931 the duty 
was again restored to its former level of 15 per cent. Imports 
of artificial silk yarn have been rapidly increasing in recent years. 
The increase between 1922-3 and 1928-9 was from 225,000 lbs. to 

7.700.000 lbs. 'I'lie imports in J934-5 reached the record level of 

16.600.000 lbs. valued at Rs. ix, 800,000. Reduced prices and 
improved quality have contributed to the increasing popularity of 
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rayon products. The chief sources of import of yarn are Japan 
anri Italy. As to silk-weaving, the indigenous industry has been 
steadily lo.sing ground to manufactures from abroad for want of 
ellicient org'anization, the hopelessly inadequate resources oi the 
average weaver and his antiquated methods of production. The 
manufacture of silk goods as a cottage industry enjoys certain 
exceptional advantages in the existing circumstances in India. Large- 
scale production Avith modern mechanical appliances is relatively 
more diflicult than in the case of; cotton manufactures and has 
hardly yet made a beginning in this country. Besides, silk manu- 
factures, being largely of the nature of luxury goods in India, 
admit of a great dwersity in Avorkmanship, so that a large sphere 
of operations Avill ahvays remain AAdiich the hand-loom alone can 
occupy. As regards imports of finished goods from abroad, the 
home industry is sheltered in a large measure by the import duty 
on manufactured goods Avhich is tAvice as high as in the case of 
the raw material. Lastly, there has been in recent years the groAvth 
of a Avell-marked tendency on the part of Indians to extend a 
patriotic preference to indigenous as against :foreign goods. 
Circumstances would thus seem to be peculiarly propitious at 
present for reviving the silk cottage industry. 

It may be mentioned in this connexion that the Indian Tariff 
(Textile Protection) Act, 1934, also gave effect to the decisions of 
the Government of India on the recommendations of the Tariff 
Board appointed to investigate the claims of the sericultural 
industry to protection. It imposed protective duties on raw silk, 
silk yarn, piece-goods and mixtures as Avell as on fabrics of arti- 
ficial silk and mixtures; in addition the duty on artificial silk yarn, 
which competes Avith silk yarn, Avas raised to 25 per cent (id valorem 
Avith an alternative minimum specific duty of 3 annas per lb. 

§38. Other cottage industries. — The present position of different 
cottage industries has already been indicated in the chapter 
‘Economic Transition in India’ (vol. I, ch. v), AA'hile the cottage 
branch of the oil-milling, tanning, glass-making and match-making 
industries have also been discussed under Agricultural Organlza- 
The present position and prospects of subsidiary agricultural 
industries have also been discussed under Agricultural Organiza- 
tion (vol. I, ch. viii). There are numerous other cottage industries 
such as embroidery work, furniture, metal and cutlery, gold and 
silver thread industries, pottery, soap-making, cap-making, doll- and 
statuette-making, bead manufacture, etc,^ For Avant of space we 

* For an interesting description of the various cottage industries in Madras, 
see Report on the Survey of Cottage Industries in Madras Presidency; also 
Gadgil, op. cit., pp. 299-304. 
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cannot enter upon an exhaustive treatment of all cottage industries 
here.'^ Suffice it to say that, having' regard to the important place 
they will always occupy in our national economy, we c:m no more 
afford to neglect, them than we can afford to neglect agriculture 
however keen our concern for the. rapid progress of modern 
industrialism. 

§39- Methods of aid to cottage industries.- — ^I'he ignorance and 
poverty of the small artisan together tvith the absence of any 
effective organization for directing him make it necessary that a 
cornpre.hen.sive .scheme for assisting him nui.st be dahorated anci 
pul: into operation. The first obvious step, of cour.so, i.s better 
general education which sliould make some attempt to provide 
manual training and instruction in industrial crafts. Over and 
above this, sufficient provision for the education of the artisan in 
special industrial schools, preferably controlled by the Director of 
Industries, is necessary. In Bombay, the Department maintains 
six weaving schools for the benefit of the hand-loom weavers. The 
Industrial Commission also recommended that, for the training of 
the more intelligent of the artisans, demonstration hand-loom 
factories assisted by the Government should be started, and a 
commercial section should be attached to the weaving schools, so 
that the more enterprising artisans so trained might be fitted to 
start small hand-loom factories on their own account. The jails 
and reformatory schools make a speciality of teaching various indus- 
trial crafts to their inmates .such as carpentry, cane and bamboo 
work, etc. with a view to enable the prisoners to set up as crafts- 
men after they are discharged. Their career, however, after they 
are released is not systematically watched over a sufficiently long 
period and it is difficult to say how far this effort at giving in- 
struction in handicrafts to the prisoners is helping the maintenance 
of cottage industries. One of the handicaps :from which the cottage 
industries very often suffer is the difficulty of obtaining cheap raw 
material of good quality. The necessity of improving the quality of 
indigenous cotton and silk, for example, is obvious from this point 
of view. Another needful reform is the invention and introduction 
of more efficient tools and implements. In Bihar and Orissa, the 
province has been divided into ten circles, each in charge of a 
demonstrator who conducts peripatetic demonstrations of improved 
appliances. These demonstrations are based :. on the Cottage 


1 For details of wages, etc. of some of these see Matheson, op. cit., ch. vi 


and Appendix IV. ■ ' ' 

= See Glow, op. dt., ch. vi and Refort: of the Centtal Banking Inquiry 
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ludustnes Institute, which carries out experiments in its various 
sections, arranges for the siipplj' of looms, dyes, accessories, etc. and 
introduces new doths and new patterns among weavers. Similar 
services for the silk industry are performed by the Bhagalpur Silk 
In.stitute, while the experimental blanket factory at Gaya is attoinjit- 
ing to tlo tlie .same for the primitive blanket industry in. the south 
of the Patna Division. In the Central Provinces, the Department 
of Industries is carrying- on a campaign to introduce improved slays 
among' weavers, and by the end of tlie year 1929-30, the total 
numlter of slays and working machines that had been introduced 
amounted to 13,650 and 150 respectively.’ Valuable assistance can 
also be granted by providing technical advice and facilities for 
technical training and by giving the artisans new patterns and 
designs to work upon so as to increase the sales. In many cases 
a better organization of production may be possible. There may, 
for example, be g-reater scope for division of laboui' even in simple 
cottage industries. Bringing' the workers together under one roof 
would give us the factory system in its essentials, though the 
factory may not be situated in a congested urban area and may not 
use mechanical power. This form of organization has been found to 
be unsuccessful because the independent cottage worker cannot be 
easily broken in to factory discipline. Another possible variant is 
afforded when the workers work in their own homes under the 
direction of factory managers who undertake the responsibility of 
financing production and marketing the goods. This system, 
however, lends itself to exploitation and sweating in a worse form 
than is possible in a regular factory. 

By way of providing the handicraftsman with the requisite 
capital, the Industrial Commission suggest that in some cases small 
loans should be given by the Director of Industries, or that tools 
and plants should be supplied on the hire-purchase system so that 
they become eventually the property of the artisans. But the most 
promising .solution of the problem is aflwded by co-operative credit. 
The principle of co-operation is of very fruitful application'-* for the 
purpose of bettering the lot of the small artisan, whether by pro- 
viding loans at a moderate rate of interest or helping him in the 
purcha,se of raw materials, tools and implements and in the sale of 
the finished article. If any industrial b'diiks sire started,, it may be 
possible for them to finance, not only large-scale industry, but also 
small-scale enterprises with whom close touch could be maintained 
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through numerous branches.’ Another weakness of the presem 
system is the absence of an effective marketings organization. 'I'he 
artisan fails to get the best price for his goods being unable to 
advertise his ware,s properly. The Arts and Crafts Emporium at 
Lucknow and a similar one at Laliore are intended to remove this 
hfindicap to some extent^ but many more such emporiums are requir- 
ed to produce any appreciable effect in the desired direction. Much 
attention is paid in foreign countries to marketing. I’he toy industry 
of Cie.rmany and the cottage industries of Japan owe their success to 
the existence of the essential business organization which take.s 
over the produce of the industries and disposes of it within the 
country as well as abroad. At pre.sent the foreign markets are 
negdccted in India and even the home market is not properly nursed. 
The Swadeshi Stores in Bombay form a good example of an active 
and successful agency for internal distribution of indigenous products 
and furnish a type worthy of imitation. The Department of Indus- 
tries should work in co-operation with a business institution of this 
sort in ortler to take the products of Indian handicrafts to customers 
all over the country and outside. Apart from the creation of such 
an organization and the establishment of co-operative societies, a 
central trading organization is necessary, not only to find the widest 
possible market for the cottage wares, but generally to secure 
co-ordination and co-operation between the isolated and unrelated 
cottage industries. The Central Banking Inquiry Committee have 
endorsed the recommendation made by the Provincial Banking 
Inquiry Committees in favour of the establishment of licensed ware- 
houses and co-operative wholesale depots for storing and sale of the 
products of cottage industries. The Committee hope that with 
the help of these and under the guidance of the Provincial Market- 
ing- Boards propo.sed by them, most of the marketing difficulties 
will be reduced, if not altogether removed.'* 

One often hears complaints about the deterioration of arti.stic 
taste among the people of this country including the educated classes. 
A wide advertisement of artistic indigenous products will not only 
benefit the handicrafts, but it will also assist the formation of a 
proper .ajsthetic taste among the people. 

’ See Report of the Bombay Provincial Banking Inquiry Comrniltee, par. 

’ Useful work is being done by the Arts and Crafts Kmporium, Lucknow, 
-which has established contact ibetween the-, products of cottage and village 
industries in the United Provinces with internal and external markets. See 
Report of the United Provinces Provincial Banking Inquiry Committee, par. 310. 

'‘ Sets Report of the Central Banking Inquiry Committee, [mr. 


INDIAN ECONOMICS 


ss 

Another way in which the Government might help is by extend- 
ing their patronage to the cottage industries. The Provincial 
Stores Purcliase Department in the United Provinces, for instance, 
has apparently accepted this policy and buys goods whenever 
possible from local manufacturers. 

Reference has already been made to another welcome sign of in- 
creasing State interest in the regeneration of cottage industries, 
namely tlie State Aid to Industries Acts passed by the various pro- 
vinces, The same significance attaches to the Industrial Loan Act 
passed in the Punjab, and the Central Banking 'Inquiry Committee 
recommend similar measures for the consideration of the other 
Provincial Governments. We are in full agreement with the recom- 
mendation of the Central Banking Inquiry Committee that Provin- 
cial Governments should devote their earnest attention to the 
development of rural and cottage industries in view of the fact that 
some of these industries provide subsidiary occupations for the 
large mass of the agriculturaT population, while some others are 
likely to provide alternative occupation for people now engaged in 
agriculture.^ 

§40. Recent measures of State help to cottage industries. — The 
Government of India have in recent years keenly interested them- 
selves in the promotion of cottage industries in India, especially the 
cotton hand-loom industry and the sericultural industry. The 
Inter-Provincial Industries Conference held in July 1934 discussed 
schemes submitted by the various Provincial Governments for the 
development of the hand-loom industry, the premier cottage 
industry of the country. The Government of India announced at 
the conference that they had allotted Rs. 5,50,000 annually for the 
development of the hand-loom industry. A sum of Rs. 5,75,000 
was placed at the di.sposal of the Provincial Governments during 
the seventeen months from November 1934 to March 1936. The 
schemes thus financed are of a varied character. They include the 
training of weavers in improved methods of production, the estalilish- 
ment of sale depots and weavers’ co-operative societies for market- 
ing of hand-loom products and the introduction of new patterns, 
new designs and improved appliances. The grants to the provinces 
are allocated on the basis of provincial expenditure and the con- 
sumption oE yarn. Sir Frank Noyce, Member for Industries and 
Labour, informed the 1935 Industries Conference that it would be 
possible to increase the grants for the year 1936-7 by twenty per 
cent. I he same conference also decided in favour of holding 

* .See Report 0/ the -Central Banking Inquiry Committee, par. jot. 
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exhibitions of hand-lootn machinery and fabrics.^ We have already 
reviewed the measures adopted by the Government of India to 
encourage and protect the sericultural industry. Early in 1936, 
the Government of India, when declining to accept the Tariff 
Board’s recommendation of the woollen industry for protection, 
announced their intention of asking the Assembly to sanction a 
grant of Rs. 5,00,000, to be spread over five years, for the benefit 
of the cottage industry. 

' Proceeclings of the seventh session of the Industries Conference hi'Id nr 
Delhi, October 1935. 
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INDUSTRIAL LABOUR 

fix. (Irovviiig urgency of labour problems in India. — With the 
stead}’ pro}^rt\s.s of larg-e-scale industry and the rise of factory towns 
like Bombay, Calcutta, Cawnpore, Madras, Ahmedabad, Nagpur, 
Jamshedpur, etc. modern labour problems as understood in the 
We.st are gradually coming into prominence in India, Owing to 
the slowness of the process of industrialization in thi.s country the 
grotvth of a landless proletariat class in factory towns solely 
dependent upon industrial employment has not been so rxipid as, for 
example, in England, and consequently our labour problems today 
are not so formidable as in the West. But the time is not far distant 
when they will assume similar dimensions. The War has created 
a new mass awakening, and workmen are becoming more and more 
conscious of their importance, privileges and rights. The War- 
time and post-War rise in prices which greatly increased the cost 
of living led to labour unrest, and forced labour to organize itself 
so as to- safeguard its interests. The Indian labour movement has 
now been definitely linked up with the international labour move- 
ment, and India’s labour representatives atte.nd the International 
Labour Conference held annually. India has been already recog- 
nized as one of the first eight countries of industrial importance 
after an examination of her claims by experts appointed by the 
League of Nations. Lastly,, the national importance of ensuring an 
adequate supply of an efficient and contented Labour force in building 
up an up-to-date industrial civilization in India is being understood 
more and more by the Government and the people. This was 
attested by the appointment in May 1929 of a Royxd Commission 
on Labour presided over by the late Rt. Hon. J. H. Whitley. The 
recommendations of the Whitley Commission have been accepted 
as the foundation for the Government’s kibour policy and hxxve 
pxwverfully influenced recent labour legislation. ‘ 

§2. Growth of factory labour. — During the period iSyg-'So, 
47)855 persons were found in the cotton mills of the country, while 
the jute mills aecountecr for 59,222 workmen in 1889.“ Between 
1892 and 1929, the number of factories subject to the Indian Factories 

’ The Whitley Commission’s Report which was published in June 1931 is 
referred to throughout this chapter as L.C.R. The flgures refer to pages of the 
Report, Thus; L.C.ii!., 4=;=.r,o6o«r Commission Report, p. 4. 

’ .See R. K. Dast, I'actory: Labour in India, pp. 15-16. 
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Act lose fiom Td^o to 8,129 and the average dailv number of 
operatives employed in them increased from less than 33d, 000 to 
1,553, ihg during- the same period. According to the Labour 
Commissiou the number of perennial factory workers i.s approxi- 
mately 1,250,000. Tlie memorandum submitted by the India Ollice 
to the League of Nations in 1922 gives the following striking- 
llgutes legarding the total strength of India’s labour supply; 

Agricultural workers (excluding 77,664,886 
peasant proprietor.s) who come within the 
scope of the work of the International 
Labour Office 

Maritime workers, lascars, etc. 

Workers in industries, including cottage 
industries, mines and transport 

As .shown by the 1931 census, the number of agricultural 
labourers has increased to nearly, 31,500,000. The number of 
earners plus working dependants in Industry, Trade, Transport 
ancf Mines amounts to 26,000,000. According to the All-India 
Report for Factories for 1934, the total number of factories in 
India was 8,658 and the average daily number of persons employed 
1,487,231. If the test of the total number of workers alone is 
applied India is easily the first country in the world. With 
10,000,000 occupied males more than in the whole of Europe she 
completely overshadows Italy (ii,275„ooo), Japan' (18,800,000), 
Belgium (2,600,000) and Switzerland (1,777,000). 

§3. Supply of industrial labour and its migratory character. — 
The factory labourers in India do not constitute a wage-earning 
class exactly corresponding to the factory labourers in the W'estern 
countries. In these countries the labourers form a permanent class 
of industrial workers completely divorced from the land. Most of 
them have been brought up in the towns and some have abandoned 
the country permanently for the towns. The superior aptitude of 
the industrial worker in the West is to no small extent due. to hi.s 
early upbringing in a factory area. . The Indian factory operative 
on the other hand is generally a migrant and he rarely severs 
his' connexion with his- village. It is not true that . the typical 
Indian factory worker is essentially an agriculturist who has only 
temporarily forsaken his agricultural -ivork in order to add to hi.s 

'By the term ‘perennial factories’ the following kinds of establishments 
are exchicled : (1) those dealing mainly wltli agricultural products in the raw 
state; (11) those which work only part of the year; arid (ill) those which eithf-r 
use no mechanical power or, using power, employ less than twenty persons. 


27,810,130 

141,000 

20,219,000 


income by a brief spell of industrial work in the city. The conci-.p- 
tion of the short term recruit from agriculture is kept alive by the 
fact that a number of new recruits revert quickly to the village and 
the fact that the averag-e worker does not remain in one factory 
for any leng'tli of time. The great majority of Indian workers in 
industrial centres are, however, at heart villagers with a village 
upbringing and village traditions and most of them intend to get 
back — and succeed in getting back — ^to their villages. Agriculture 
supplies the bulk of the recently established industrial population 
thougli some of it is drawn from the different village crafts also. 
'I'he proportion of factory workers deriving some pecuniary benefit 
from agriculture is not so large as commonly supposed. Many of 
them have only an indirect interest in agriculture. For example^ 
thej^ may be members of a joint family having an agricultural 
holding or may have close relations actively engaged in agriculture. 
Most industrial workers are born in the villages where they spend 
their childhood- — a tendency strengthened by the raising of the 
maximum age for industrial employment. Many workers leave their 
faihilies behind them in their village and even when the wife 
accompanies the husband to the city she is generally sent back to 
the village for confinement. The numbers of workers supplied from 
the rural areas are increasing with the steady expansion of Indian 
industry. The labourer visits his village as often as financial circum- 
stances permit. When he returns to the village, however, it is not 
necessarily in order that he may assist in the agricultural operations. 
He may prefer to remain unoccupied and enjoy a holiday as long 
as he can. Whilst in the city he maintains contact with the village 
in so far as he has to send remittances to his family or relations 
or his sahukar (L.C.J?., 11-14). 

The causes of the migration of labour from the villages to the 
towns may be briefly examined. The growing class of landless 
ruriil labourers are the first to feel the pinch of agricultural distress 
and improved means of communication enable them to leave the 
villages in search of work and higher wages in the factories, work- 
shops, dockyards, mines, plantations and the great public works 
like railways and irrigation. In some provinces,, for example the 
United Provinces, Bihar and Orissa, and certain districts like 
Ratnagiri in the Bombay Presidency, the density of the population 
and the pressure on land are so great and the evil of uneconomic 
holdings has assumed such serious proportions that the petty land- 
holders are under the necessity of migrating every year to the towns 
in order to eke out' a livelihood. The joint family system also 
facilitates such migration as some members of the family can leave 
the. village without having to break up their home or give up 
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their land, as these can be left in the charge of other memliers 
who remain behind. Sometimes the agriculturist may seek employ- 
ment in the towns to evade the village monej^lender or to (;ani 
enough for buying cattle or more land. Sometimes again the 
village menials and drudges belonging to the depressed classes 
migrate to towns in the hope of bettering their prospects. But 
W'liatever may be the causes which drive the villager into the city 
the important fact to remember is his retention of the village 
conttexion. According to the Labour Commission the chief cause 
of this is that ‘the driving force in migration comes almost entirely 
from one end of the channel, that is, the village end. The 
industrial worker is not prompted by the lure of city life or by any 
great ambition. The city, as such, has no attraction for liim and, 
when he leaves the village, he has seldom an ambition beyond that 
of securing the necessities of life. Few industrial workers would 
remain in industry if they could secure sufficient food and 
clothing in the village; they are pushed, not pulled, to the city’ 
{L.C.R., 4). 

§4. Effects of migration. — As a result of migration many 
sections of factory workers find themselves in an entirely unfamiliar 
environment of customs and traditions and even the language may 
be different. The force of old customs and sanctions is weakened. 
‘The ties which give village life its corporate and organic character 
are loosened, new ties are not easily formed, and life tends to 
become more individual.’ The health of the worker may be sub- 
jected to a severe strain owing to radical difference of climate, a 
defective dietary, excessive congestion uud lack of sanitation, the 
temptations of enforced separation from his family. The worker 
is further demoralized by certain evils, comparatively unknown in 
the villages, such as drunkenness and gambling. As regards condi- 
tions of work, the worker finds himself subjected to unaccustomed 
strain of body and mind owing- to disciplined hours of continuous 
toil instead of the .spasmodic work with long intervals of rest to 
which he lia.s been used. These hardships are more than many 
new recruits can bear and compel them, to return to their villages. 
As the labourer desires ultimately to return to his village home, he 
is unable to develop a permanent interest in his employment in the 
city and this is probably one of the reasons which prevents him 
from acquiring a high standard of technical efficiency. His frequent 
absence from work owing to his repeated visits to his village or 
to other causes makes it difficult to establish contact between 
employers and employees and militates against any form of effective 
Organization among thewoi-kers .themselves. The worker who 
returns after a period of absence has no guarantee of re-employment 
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utter his return and difficulties of reinstatement often place him at 
the mercy of the money-lender, the jobber or the labour supplier, 
tlie forenitin and the liquor-seller.' 

I'lte contact with the village, however, is not without its advan- 
tages. In -SO far as the industrial workers have been brought up 
in healthier surroundings they bring with them a better foundation 
of physical health than could be built up in the cities, 'riie periodical 
migrations to the village are also a great help in recuperating mental 
and physical energy. The home in the village is a convenient 
shelter to the labourer and his family in case of unemployment, 
sickness, etc. The village provides some kind of insurance against 
unemployment in the towns just as the towns Iielp in ea.sing the 
economic pressure in the villages. The combination of urban and 
rural life is beneficial to the town as well as to the village. It 
serves to diJfuse in the countryside a wider knowlerlge of the outside 
world and helps the villager to liberate himself from the fetters of 
custom and prejudice as it enables the tou'nsman to obtain a valuable 
insight into the realities of Indian life. In these circumstances the 
Labour Commission give it as their con.sidered opinion that at the 
present stage the link with the village must be regarded as a dis- 
tinct asset and that the aim should be not to undermine it but 
rather to encourage and regularize it.“ 

§5. The sources of labour supply at some important industrial 
centres.— We may illustrate the migratory character of industrial 
labour by analysing the supply of labour on which .some of the more 
important industrial centres depend. 

(i) Bombay . — The principal industry of Bombay is the cotton 
mill industry. Other industries a,re connected with railway work- 
shops and engineering shops, dockyards, oil and flour mills, 
tanneries, iron and brass foundries, chemical factories, electric 
works, printing presses, etc. Bombay is very largely dependent on 
imported labour. 84 per cent of the inhabitants of Bombay 
were returned by the census of igai as having lieen born outside 
the city. 'Hie percentage declined to 75-4 in 1931. But there is 
some, doubt as to whether the returns were accurate in this respect. 
The Deccan and the Kqnkan/ especially the Ratnagiri district, are 
the chief sources of Bombay’s labour supply. Other sources, are 
Kathiawar and Cutch and even, siich distant provinces like the United 
Provinces, Madras and the Punjab, and the French and Portuguese 
Settlements. 

■See B. Hurst, Labour and Housing in Bombay, Foreword by Sir Stanley 
Keed, pp, v, vi. 


(ii) Ahiiiedabad and Sholapiir . — The other centres of the cotton 
mill industry in the Bombay Presidency have a more pennanent and 
less heterogeneous labour force than Bombay. In Ahmedtibaci 
the permanent element has been estimated to constitute 20 
per cent of the working class population (L.C.R., 13). The 
Bombay States and Agencies as well as other parts of India 
contribute the remainder. In Sholapur the proportion of the 
permanent population is even higher and those labourers who come 
from outside are chiefly drawn from the neighbouring State of 
Hyderabad, 

(iii) Calcutta . — Calcutta with its .suburbs where the principal 
industries, such as the jute mills, are concentrated, relies not only- 
on imported labour like Bombay, but what is more, depends, much 
more than almost any other centre, on labour from other provinces, 
such as the United Provinces, Bihar and Orissa, Madras and the 
Central Provinces. The smaller and decreasing share taken by the 
Bengali in contributing to the labour supply has been attributed to 
the fertility of the land and the dislike of the Bengali for factory 
work. 

(iv) Cawnpore . — Cawnpore is another important industi'ial centre 
and is the principal industrial town of the United Provinces. 
While the textile industry is the chief industry, there are also tan- 
neries and leather factories, engineering works, oil, flour and rice 
mills, chemical works, sugar factories, etc. Labour is comparatively 
plentiful and is freely drawn from the densely populated rural 
districts which surround Cawnpore. The existence of comparatively 
satisfactory housing conditions has led to a more settled factory 
population here than elsewhere. 

(v) Madras . — ^The industrial development of Madras has been 
hampered by its deficiency in coal. It has a few large cotton mills 
and tanneries and leather factorie.s. Madras depends upon its own 
local supply of labour to a far greater extent than Bombay, and, in 
fact, the province as a M’hole sends out a large number of persons 
to Burma, Bombay, Bengal, Mysore, Ceylon, etc. ‘No le.ss than 
95 per cent of the total inhabitants of Madras city were born 
in the province itself and of these two-thirds were born in Madras 
itself ; and the bulk of the remaining population came from adjacent 
disfricts such as Chingleput and North and South Arcot. ’ More- 
over, the proportion between the .sexes is fairly equal, being 897 
females to 1,000 males as against 554 females to 1,000 males in 
Bombay according to the census of 1931. This explains the greater 
stability of the labour force in Madras as compared with Bombay. 
The number of industries competing for labour being small, the 
worker is anxious to stick to the employment he may have got 
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because the chances of his finding- alternative emplojunent are slighter 
here than in Bombay. V 

§6. Labour supply in mining centres. — Mining, especially coal- 
mining, is an important organized industry in Bengal and the prin- 
cipal industry in Bihar and Orissa. The labour for the Bengal 
coal-fields is obtained from the. backward cultivating tribes of the 
Santals and Bauris living on the borders of Bihar and Orissa. In 
Bihar and Orissa, coal-mining is carried on mainly by local labour, 
though the United Provinces and Central Provinces also contribute 
to the labour supply. The supply of labour in the mining centres 
is insufficient and intermittent largely on account of low wages. 
Only a small proportion of the workers reside permanently at the 
mines. The rest are usually small cultivators or agricultural 
labourers who return to their villages for the sowing and harvesting 
operations. 

§7. Labour supply for Assam tea plantations. “—The tea gardens . 
in Assam, which contain the largest area under tea in India, are 
‘employment agencies so affected by certain regulations a.s to make 
them bear a closer relationship towards industrialism than does 
general field or farm -^vork’. We shall therefore take a brief notice 
here of labour conditions on them. The indentured system was 
introduced in the thirties of the nineteenth century for the benefit 
of these plantations and the evils arising from this method of labour 
recruitment led to Government interference. The protective legis- 
lation of 1863, however, left the labourers too much at the mercy 
of employers and -was extended and consolidated in regulations laid 
down by the Assam Labouring and Emigration Acts of igoi and 
1913. The former Act, as amended in 1906, laid down regulations 
for the supervision of coolie labour on the plantations, and prohi- 
bited recruitment except by licensed contractors. However, owing 
to the prejudice against the contractors and the penal clauses of the 
Breach of Contract Act of 1859 recruitment continued to be difficult, 
and this led to the passing of an Act in 1915 which abolished the 
system of. recruitment by contractors. Recruitment could then only 
take place through ag'ents of the official ‘Labour Board’ which also 
inspected the plantations, enforcing regulations -wdiich not only 
limited the term of the contract usually to four years, fixed wages 
and hours, and prevented the re-eng-agement of coolies whose, 
indentures had expired (except as free labourers), but also laid 
down minute instructions as to sanitation, housing and free medical 
attendance. In 1920, contracts of more than one year’s duration 

’ G. M. Broughton, Labour in Indian Industries, 141. 

“ For a tietailed account of labour conditions on the plantations genertilly. 

See L.C.ff., ch. XX, xxi.. ■ 
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were declared illegal, a provision often disregarded in practice. By 
the Act of 1920 which came into force in 1926 penal sanction of 
contracts was abolished. Breach of contract was then a civil and 
not a criminal offence. The labour is drawn mostly from Bihar 
and Orissa and the United Provinces. 

The recruiting agency is very expensive as can be seen from the 
fact that roughly one sardar is required to recruit a single labourer. 
Besides money wages the labourers are also given a plot of land, 
fret; grazing, etc. and as a class, receive fair treatment. 

§8. The Tea Districts Emigrant Labour Act. — This Act, passed 
in 1932 and based on the recommendations of the Labour Commis- 
sion, extends to the whole of British India including the Santhal 
Parganas and repeals the Assam Labour and Emigration Act, igoi , 
and the sub.sequent amending Acts. The first object of the Act is 
to make it possible, on the one hand, to exercise all the control 
over the recruitment and forwarding of assisted emigrants to the 
Assam tea gardens that may be justified and required by the 
interests of emigrants and potential emigrants; and, on the other 
hand, to ensure that no restrictions are imposed which are not 
justified. Local Governments are empowered, subject to the control 
of the Government of India, to impose control over the forwarding 
of assisted emigrants or over both their recruitment and their for- 
warding as occasion may dictate. Employers will be prevented 
from recruiting otherwise than by means of certificated garden 
sirdars or licensed recruiters. It is made unlawful to assist persons 
under the age of sixteen to emigrate unless they are accompanied 
by their parents or guardians. With regard to the question of 
repatriation, every emigrant labourer, on the expiry of a period of 
three years from the date of his entry into Assam, will have tlie 
right of repatriation as against the employer employing him at 
such expiry; and any emigrant labourer who before the expiry 
of three years from his entry into Assam is dismissed by his 
employer otherwise than for wilful and serious misconduct will also 
have the right of repatriation. It will also be possible to claim 
repatriation within three years in the event of the emigrant failing 
in health, not being provided with suitable work, or having his 
wages unjustly withheld or for any other sufficient cause. Further, 
repatriation can be ordered at any time by a criminal eourt in the 
case of a labourer who has been assaulted by the employer or 
by his agent. Where an employer fails to make all the necessary 
arrangements for the repatriation of a labourer working under him 
within fifteen days from the date on which a right of repatriation 
arises to an emigrant labourer, the Controller may direct the 
employer concerned to dispatch such labourer and his family or 
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to pay him such compensation as may be pi-escribed witliin such 
period as the Controller may fix. 

Provision is made for the appointment of a Controlha- ol' 
Emigrants with some staff and possibly one or more Oepuly t'on- 
trollers for supervising- the general adniinistnilion of the sysUan 
which the Act seeks to establish; and 1;hc cliarges arc to be met 
from an annual cess called the Emigrant Labour Cess which shall 
be levied at such rate not exceeding Rs. 9 per emigrant as llie 
Governor-General-in-Coiincil may, by a notification in the (iu,;:e//c 
of Indiuj determine for each year of levy. 

The provisions of the Act are intended to apply only to emigra- 
tion for work on tea plantations in the eight specified districts in 
Assam in the first instance; but power is retained to extend its 
application to other industries and to other districts in Assam if 
nectessary. 

§9- Scarcity ol industrial labour. — VVe have already referred to 
the alleged scareily and dearness of labour. ‘ '.I'he true explanation 
of any scarcity that may lie feit must he sought iu the ttpptilling 
housing' conditions in towns like Hombay, the lack of correspondence 
between wages and cost of living-, the absence of n suit aide, luboiir- 
rccrulting organization. All these causes have from time to lime 
been reinforced by a siitlden shrinkage, in the supply of men pre- 
pared to brave the various disconilorts of life in the cities, on 
account of the heavy mortality caused by famines, and epidemics 
like plag-ue and influenza. The migratory character of the. industrial 
labour further emphasizes the feeling of labour .scarcity. Skilled 
labour is practically dillicult to get and this is of course due ti.i the 
very meagre facilities that exist for training- labour for modern 
industry- The scarcity of men of the t)iistry or foreman class, 
po.s,se.ssing the requisite technical and Itusines.s experience, lias also 
been ascribed to ‘the average educated Indian’.s avcr.sion to all 
forms of manual ivork’. 

Aecordiiig to the Labour (.‘onimission, while organized imiustry 
in India lias throughout the greater part of its liistory sulfercd 
from a shortage of labour, the position has latterly tended to lieeomc 
easier, roughly since Communications have improved steadily 

so that labour can now be drawn from a wider area than Iicd’ore. 
Conditions of life, in cities and the fafctorie.s, although far from 
ideal, arc generally improving. Owing to the spread of knowledge 
the village population is showdng greater readiness to migrate while. 
Ihe pressure on land is showing no signs of abating. Indian 
factories may therefore be considered as about to be entering on an 
era of abundant labour. Competition, among labourers for jobs is 
I Sec veil. I, ,ch. Ui, §a6. 
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becominj^- keener and keener, which makes it all the more important 
lor labour to orj^anizc itself and save itself from the elatiffer of 
exploitalion on the part of the employers (L.C.Je., 31-2). 

§10. kaclory life in India. ^ — No greater contrast can be imagin- 
ed than that between the conditions of life and labour in the villages 
aiul those in the towns in India. The agriculturist labourer, who 
is accustonied to work in the open air along with his family and 
fellow villagw's, finds himself under entirely different conditions in 
an industrial centre like Bombay, where he must work ‘crawling 
coop’d’ under the roof of. a factory amidst the din and whir of 
machinery and in the company of other workers most of wdiom are 
total strangers to him. He is, if possible, even more uncomfortable 
when he returns to his miserable dwelling in a hideous overcrowded 
chawl where anything like real home life is out of the question. 
The workman is forced to leave his family behind owing to many 
dilliculties, the most serious of which is that of securing accommoda- 
tion even on the most modest .scale for maintaining family life. ^ 
Sometimes he is lucky enough to secure a job at once through 
the good ollices of a friend. Often, however, he has to wait, and 
even when he gets employment, it may be only as a badli (substi- 
tule) for a permanent hand who may be temporarily absent. 

gii. Methods of recruitment. — In this connexion a word may 
be .said regarding the methods of recruitment. The mill management 
does not directly recruit the required labour. Personal recruiting 
by contrnctor.s going round the countryside may be necessary in 
exceptional cases, us in the Assam tea gardens, but it is no longer 
generally so. vStill the foreman or jobber is usually the man 
tliroLigh whom the labour is secured and who continues to act as 
an intermediary lietween employer and employee. Some, of his 
functions are like tho.se of trade union officials in the Wesst and 
occasionally he acts as a strike leader.-’ The jobber manages to 
make himself indispensable to the workmen in a variety of ways. 
He lends them money, advises them in family affairs and arbitrates 
in disputes. Since all labour is recruited through him, the newcomer 
generally fuuls that the only way of getting employment, temporary 
or permanent, is to bribe him. Extensive bribery known as dasturi 
(unacknowledged commission) prevails in the jute mills of Calcutta 
and- petty exactions may swell the monthly income of the sirdar to 
four or five times his wages'. Even the pay-clerks ‘are known to 

^ Kor a study of this question, see Matheson, op. cit. 

, “ The various restrictions, on , the employment of women and children also 
mnlce it difficult for the labourer to bring his family along with him. 

“ Tlif! Jobber is known in different parts of India by different names, .such 
as sirdar, nmkacldam or nitifcy. t • - 


INDIAN ECONOMICS 


reap harvests of this kind. Women workers also share with men 
the buiclen imposed by the overseers, but are particularly liable 
1:o be oppressed, especially if they happen to lie willows’.’- In 
tlie Bombay cotton mills, it is usual to have women overseers, 
known jis naikins or forewomen, in the departments where women 
worlc, such as the winding and reeling departments. 'I'hey are, 
as a class considered to be persons of low morals and often abuse 
their power over the young girls and women workers under them. 

I'be general prevalence of the system of jobbers has been recog- 
nized to be a great evil. The only remedy is stricter supervision by 
the mill officers anti direct control over recruitment, appointments 
and di.smissals. There is at present a close connexion between 
bribery and turnover. Where the jobber is in the habit of exacting 
a bribe on all fresh engagements he is interested in seeing to it 
tliat sucli engagements are as numerous as possible and encouraging 
the movements of the operative from factory to factory. Jobbers 
should be excluded from the engagement or dismissal of labour, 
li. D. Sa.s,soon & Co. and the Burmah-Shcll Company have appointed 
special Labour Welfare officers to recruit labourers and look after 
their welfare. Owing to the trade depression a general adaption 
of this system in place of recruitment through jobbers ha.s not been 
possible but nevertheless attempts are being made to improve 
present methods of recruitment. It would be desirable if mills 
were to show greater willingness to re-engage a worker on bis 
return from a holidiiy and thus help him to remain loyal to his 
mill. A system of regular leave and holiday allowtuiees should be 
introduced as this would tend to diminish the power of tlic jobber 
and create a contented and efficient labour force (L.C. R., 23-7). 

§T2. Periods of wage payments. — In most Bombay mills wages 
are paid once a month, usually on the lifteenlh of the month next 
following the one for which wages are earned, so lhal a new recruit 
has to wait for six weeks before he can get bis wages. 'I'his is 
a source of much hardslhp and accounts for a larg-e part of the 
indebtedness of the factory population. In fact, indeliledness is 
as much a feature of town life as of village life. The jnillowner 
on his part pleads that holding wmges in arrears is the only method 
of preventing his labour force from deserting him without notice. 
The .sy.stcm of monthly payments necessitates at least one moiMh's 
notice from a workman desiring to leave. Many new workmen, 
ignorant of this, leave without notice and thus forfeit a month’s 
pay. Generally speaking the . longer the wage period, the more 
delayed is the payment of wages. In the Calcutta jute mills, weekly 

* J. H. Kelman, Labour in India, pp. 108-9. 
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wages arc paid and only ji week’s wages are held back. In 
Aliniedabad, wages are paid by the Jiapta or intervals of fourteen 
to .sixteen days. 

Local CTOvernments were asked in September 1924 to collect 
inlornialion on the periods of wage payments and this revealed a 
very iinsatisfaelory state of affairs.^ The Payment of Wages Bill 
whii'.h was reported upon by a Select Committee of the Legislative 
Assembly in July 1935 provides that the wages of any person 
employed upon or in (i) any railway factory or industrial cstablisli- 
meut employing more than 1,000 persons shall be paid before the 
expiry of the seventh day, (ii) any other railway, factory or 
industrial e.stablishment, shall be paid before the expiry of the tenth 
day, after the last day of the wage-period in respect of which 
the wages are payable. 

§13. Deductions from wage.s.— rhe Payment of Wages Bill, 
referred to in the preceding section seeks to regularize and restrict 
dediK'.tions from wages in the following manner: 

Detlueliuns from the wag'es of an employed person may be of 
the following kinds only, namely, fines; deductions for absence from 
duty; deductions for damages to or loss of goods expressly entrusted 
to the employed person for custody, or for loss of money for which 
hii i.s required to account, where such damage or loss is directly 
attriltu table to his neglect or default ; deductions for house-accom- 
modation provided by the employer; decluetions in respect of such 
other services supplied as the Govcrnor-General-in-Council or Local 
Governmeut may, by general or special order, authorize; deductions 
for recovery of advances or for adjustment of overpayments of 
wages ; deductions of income-tax payable by the employed person ; 
deductions required to be made by order of a court or other autho- 
rity competent to make such order; deductions of subscriptions to, 
find for repayment of, advances from any provident fund; and 
deductions for payments to co-operative societies approved by the 
Local Government or to a scheme of insurance maintained by the 
Indian Post Office. 

Fines . — No fine shall be imposed on any employed pcr.son 
.save in rc;.spcc.t of such acts and omissions on his part as the 
empfoyer, wit h the previous approval of the Local Government or of 
the prescribed authority, may have specified by notice. A notice 
s])ccifying .such acts and omissions shall be exhibited in the prescribed 

‘ Thp ini'ormntion has been published in Periods of Wage Payment [Bulle- 
lins of hull. Ill Iiulii.stries and Labour, No. 34 (1925)]. It reveals the most 
striking atliM'iK'e of uniformity as to the method adopted from industry to 
industry and place to place. ICven within ■ the same establishment different 
.sy.stera.s may be found. • 
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manner on the premises in which the employment is carried on, 
or in the case of persons employed upon a railway (otlierwise than 
in a factory), at the prescribed place or places. 'I'he total amount 
of line which may he imposed in any one waj.;c:-pcriod on any 
employed person shall not exceed an amount equal to half :iu anna 
in the rupee of the wa^'es paytdde to liiin iu respts-,t i)f that w'ap'e~ 
period. No fine shall be imposed on any employed person who is 
Liiidcr the age of fifteen years. 

§14. Hours of work for men. — ^^Vc shall discuss the statutory 
regulation of the. hours of work in the section dealing with labour 
legi.slation. Here we .shall confine ourselves to the existing" hours 
of work at the principal industrial centres. The Factory Act of 
1911 limited the hours of work to twelve per day for adult males 
in the textile, factories. The Bombay niillowners, however, pleaded 
that the real hours worked were about eight owing to want of 
continuous and rigid application to duly. In fact one of the 
grievances of the employers of ialjour in India has always been 
that the Indian mill-liand is incapable of steady and continuous 
work. He is given to loitering and loafing away his time under 
various pretexts. Men are often found to bo absent from their 
machines, and spare hands have to be employed to attend to the 
machines of the idlers. Tlie Indian Factory Commission (iqoS) 
declared that, ‘while the Indian factory w’orkcr may work hard 
for a comparatively short period, his natural inclination is to spread 
the work he has to do over a long period of time, wm'king in a 
leisurely manner throughout and taking intervals of rest whenever 
he feels disinclined for further exertion’. This habit of loitering 
has been attributed to "various causes. But the excessively long 
hours of work — twelve to fourteen hours — which prevailed, especi- 
ally before the passing of the Factory Acts of if>Ji and itjss, are 
held to be the chief , cause. Dr T. M. Nair in hi,s Minute of 
Dissent to the Report of the Factory Commission calls it ‘a. mani- 
festation of the adaptive capacity, which all human beings possess 
more or less, a device to reduce the intensity of labour as a safe- 
guard to his physical well-being’, and emphatically protests against 
the charge that the Indian labourer has ingrained habits of idleness, 
Climatic conditions, feeble physique and the tigricultural interests 
of the labourer are also suggested as other causes. With the 
reduction in the hours of work, improved sanitary conditions, 
ventilation in factories, and better supervision through the institu- 
tion of tlie pass .system, the loitering habit will be largely checked. 
There is, for example, less loitering in the Calcutta jute mills, where 
labourers work in shifts for shorter hours and in the engineering 
shops, where also the working day does not exceed eig"ht hours. 
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I'A’LTi l)(;A)rc the Factory Act of igza which restricted tlie Jiours 
of work in all tactories to ii per clay and 60 per week, the Bomliay 
u\\U-lvandi> had been able to compel .the millowne.rs, as the result 
of a jjTcat strike, to reduce the hours to 10 per day, so that the 
legal limit exceediid the hours g-enerally worked in Bombay. 
Work starts lusually at 7 a.m. and lasts till 6 p.m. with an hour’s 
interval from 12 to i. The system of double shifts has been aban- 
doned owing' to slack trade and scarcity of labour except in a few 
mills where there is a double shift of 8 hours for adult workers. 
Before the. Factory Act of 1922 the men in the jute mills at Calcutta 
■worked principally in one shift of iij hours per day with an interval 
of li- hours. The Factory Act of 1922, while it did not affect 
the hours of work in the Bombay textile mills, conferred a general 
benefit on all factory workmen jn India. Turning to the average 
hours of work for adult males in the factories in British India 
in 1933, men were required to work for more than 54 hours per 
wcick in i ,847 perennial and 3,016 sea.sona] factories, above 48 
but lielow 54 in 669 perennial and 329 seasonal factories, and 
not above 48 hours per -week in 1,369 perennial and 1,069 seasonal 
factorie.s (sec §33). 

§15. Hours of •work for women.— Under the Factory Act of 
1922 the hours of work for women were the same as in the case of 
men, namely 11 per day and 60 per week. According to the Report 
of the Bombay Labour Office on an inquiry into the wages and hours 
oE work in the cotton mill industry held in the month of May 1931 
for Bombay city and island, about 91 per cent of the men and 32 
per cent of the women were on a 10 hour day and the remainder 
worked less than 10 hours. Taking British India in 1933, in the 
case oC those factories employing women, 3,186 required female 
u-orkers to work for more than 54 hours per week, whereas 1,870 
fixed their hours below 48 per week and 631 factories had hours 
i\bove 48 but not above 54, In Bombay in 1929, nearly 75 per 
cent of the factories employing women had over 54 hours of work 
per week. The hours of Avork were usually from 7 or 8 a.m. to 
5 or 6 p.m. Avith an hour’s interval at midday as in the case of 
men. In the Calcutta jute mills, before the Act of 1922, there 
wc'.re tliree shifts for the Avomen, tAvo of gi hours per day and 
tlie third for 9 hours. Some changes were made to bring the 
shift sy.stcm into conformity with the Act of 1922. 

§16. Hours of Avork for children or IialMimers.— In the Bombay 
coLlon mills, the hours of Avork for children Avere reduced to 5 after 
the strike oE 1920 and were thus below the standard of 6 hours laid 
doAvn b.A' the Act of 193a. ■ Children worked in two shifts from 
7 a.m. 10 12 noon and i p,m. to 6 p.m. Iti Calcutta before the 
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Act of 1922, there were six shifts for children and thay all worked 
6 hours with varying rest intervals. Turning to the average hours 
of work in British Indiaj the percentage of factories in which the 
weekly hours of work for children were more than 30 was 66 in 
1929, as compared with yo'oS per cent in 1926. In Bomhav, in 
1926, out of the 222 factories for which information was available, 
in 4775 per cent of the cases, the hours of work were below 30 
per week, and in 52-25 per cent, above 30 per week. It is note- 
worthy that only in the case of children art; the hours of 
work lower in the Bombay Presidency. Turning to British 
India, out of the 9x9 factories employing children in 1933, 367 
had hours below 30 for children and 553 above 30. 

§17. The evil effects of the eniployincnt of women and children. — 
The employment of women and children in factories gives rise to 
some of the most serious evils of modern industrialism and leads 
to special hardships in the circumstances of India. ^ 'I'lie life of a 
married woman engaged in a factory is very hard as she is wage- 
earner as well as domestic drudge of the family and the excc.ssive 
pressure of work leads to serious nerve and tissue wa.ste. 'I’lie 
children are mostly left to themselves as very few factoric-s provide 
criches. Before the Factory Act of 1923, children were even 
allowed inside the factory with all the attendant risks of accident 
and injury to health. The absence of maternity benefits anti the 
usual over-exertion to which she is subjected right up to eonfmcmenl 
and which begins again almost immediately after, work further 
havoc with the health of the female labourer (see 1^51, however). 
The absence of suitable medical facilities is another great hardsliip. 

The employment of children is even more liable to abuse. 
Before the Factory Act of 1922 children ccrtilicd to be nine years 
of age were allowed to be employed seven hours daily. In practice 
this age-limit was much lower owing to the dil'liculty in ascertaining 
the age correctly and the abuse of the Age Certificate system. 'Fhe 
law was also evaded in some cases by the children working in two 
mills. Factory inspectors found it an impossible task to control 
these abuses. Hence the Factory Act of 1922 raised tin; ag-e-limits 
of half-timers to twelve and fifteen and reduced the hours of work 
to six, in the hope that the results of the po-s-sible evasion of 
the law through false declarations of age, would be less serious 
than under the old system. Another important reform introduced 

* The housing difficulties in industrial town-s, compelling many men to 
live single, account for the small percentage of women and children employed 
in Indian factories.. In 1933, out of the' total number of t,4o3,2i2 pcrsouf! 
employed in factories in British. India, .816,837 . were -women and 19,091 children. 
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in Bombay was the appointment of whole-time surgeons. In all 
provinces there is now an increasing efficiency of arrangements 
for the certification of children. The amendment of the Factory 
Act in 1926 made parents and guardians responsible for the double 
employment of children under two certificates. The number of 
children employed in factories has thus steadily fallen from 74,620 
in 1923 to 19,091 in 1933. In the textile mills in Bombay city 
there are none. It is perhaps necessary to add that the enhanced 
age-lirnits should be utilized to give suitable education to the 
childien. Proper education imparted before the children are 
employed in factories is much better than education given in 
indiiferent schools maintained by a few millowners for half-timers. 
Besides, there is the further objection that the combined strain 
of factory work and schooling is apt to be too much for such 
young persons. 

§18, Trying conditions of work in the mills. — In the interests 
of the health and efliciency of the operatives, special attention is 
necessary to such matters as ventilation, the regulation of humidi- 
fication in factories, arrang'ements for meals, bathing and latrine 
accommodation, etc. Conditions in all these re.spects are gradually 
getting better, but there is still ample scope for improvement. The 
problem of ventilation is one of light and free air in motion and 
presents special difficulties in cotton mills, which in large cities like 
Bombay arc built in blocks of several storeys, where roof light is 
not possible except on the top floor. ‘Experiments that have been 
made show a fall in efficiency during the hot weather in an ill- 
ventilated weaving shed as reaching twenty per cent.’ Humidifi- 
oation presents another difficult problem. India does not possess 
the advantage of the naturally humid climate which is required for 
the spinning and weaving of cotton. To avoid breakage of thread 
and lo.ss of maieria] artificial humidification of factories is tlierefore 
necess.'u-y. Such humidification, especially when elTected by letting 
in steam and the use of impui'e water, is injurious to the health of 
tlie operatives. 'I'he Government of India have taken a step in the 
right direction by the appointment of an expert adviser on humidi- 
fication to ensure the adoption of the best possible methods. 

In most: mills and factories in India, there are no proper arrange- 
menLs for the meals of the .operative.s. The meal ks hurriedly 
prepared in the morning- and carried to the factory either by the 
workman or brought to him later by a messenger. It is eaten in the 
open factory yards, weather permitting, or else inside the machine 
sheds. A. very small number of mills, such as the Buckingham and 
Carnatic Mills in Madras, have supplied dining sheds for the different 
caste peo])le employed by them. There is an urgent need for 
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suitEthle canteens which can be patronized by workers of lioth sexes. 
This will also lessen the strain on the woman woi-ker and make; the 
midday recess a real time of rest for her. Supply of ].nu-e driuliinp; 
water, arranji'ements for bathin|>-, so essential in a hot counlry, aial 
sanitai-y latrine accommodation, are further ])oints in rcf^ard to the 
conditions in factories to which the employers of labour have iiol, 
yet learnt to attach sulilicient importance as incn;a.sing tlu; comfort 
of the worker and improving' his efliciency. 

§19. Ab.senteeisni in Indian factories, — ^'Fhe large percentage of 
absenteeism among the operatives in India makes smooth worlcing 
of the factory extraordinarily difficult. The millowncrs assert that 
there is an increase in absenteeism after increase of wag'cs or pay- 
ment of -wages and bonus, and that the worker is satisfied when he 
has earned enough to keep body and soul together, 'fhe pi'rcentage 
of absenteeism (which in the case of Bomliay varies on an average 
from eight to twelve per cent) shows seasonal variations, reaching 
its maximum in the mon.soon months and the festival and man'lagc 
scason.s, being thus higho.st from March to June and lowest in 
December and January, In Calcutta there is a larg-e annual exodus 
in the hot season because the jute industry season is slack after 
winter and because the climate in the early part of summer is 
particularly trying. 

.Absenteeism on this scale necessitates the maintenance of an 
excessively large muster roll and leads to the employment of in- 
ferior substitutes casually recruited and therefore to inferior work. 
It is, however, not easy to suggest remedies. Attendance allowances 
have been tried as also the plan of. imposing the penally of refusing 
employment for a few days in cases where there are no legititnalc 
grounds for absence. The Textile TarilT Board sug-gests the forma- 
tion of labour re.serves wliich would inak-e a ca.sual hculUwala un- 
necessary and also facilitate the grant of leave {liepovt, par. 60). 

The rapid turnover of labour in factories is another drawback, 
and is closely connected with absenteeism. In Bombay mills, on 
an average, fifty per cent of workmen arc said to dninge in tlw 
course of a year, whereas in . Lancashire probably less than ten 
per cent change. It is alleged by the Factory Labour Commis- 
sion that ‘the Indian operative is fond of changes, he prefer.s to 
wander from mill to mill rather than to remain settled, and the 
slightest causes are apparently sufficient to determine him to lerivc 
one employer for another’, though the inducements to change are 
occasionally pecuniary.' This results in a rapid turnover of 

' Dissati.5raction- with hours of work or wages leads to clwnges from one 
mill to another and the absence, of standardization of wages intensifie.'? the 
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laboui' lon'c, and Iho personnel of the workers in mills in industrial 
tsnilrew like lioinbay, Madras and Nagpur changes almost coni- 
plclely in aboul a year and a half on an average. There is thus 
a needless increase in the costs of production and the efficiency of 
the. worki'i-s suffers. 

ji.o. hlliciency of industrial laboiir.~The position as regard, s 
(he alli'ged inelFn iene.y oj Indian labour needs to be clearly stated. 
Indian labour is generally regarded as much less efficient titan 
jMiro])eaii laltour. If by thi.s we mean that the European labotircr 
is capaltle of tinning out much more work than the Indian labourer 
in a given time, it will not be pQs,sible to contradict such a state- 
ment. In his evidence before the Industrial Commi.ssion, .Sir 
Alexaudcr McRolierl staled that the English worker w'as 3-5 or even 
four times as efficient as the Indian. Sir Clement Simpson calculated 
that 2-67 hands in an Indian cotton-spinning and weaving mill are 
equal to one hand in a Lancashire mill. Dr Gilbert Slater, how- 
ever, points out that, in this calculation, the inferiority of the Indian 
w'orker is overstated. The difference in the number of weavers 
employed to allend one loom in India and England does not by 
itself (H-ovide iin aceurate measure of the difference in efficiency 
between Indian and English labour. In India, a larger number of 
workmen are employed because the value of the additional output is 
greater than the increase in the wage bill. In England, wages being 
inueli higher, economy in the number of workmen employed is 
imperative. Dr Slater, however, admits that though the inferiority 
of Indian labour is generally exaggerated, it is real enough, and 
indeed, it need cause no surpri.se if we remember the much superior 
phy.siqiie, the greater intelligence, amenability to discipline and 
capacity for steady continuous toil of the English labourer. It 
is, however, necessary to accept with Caution pseudo-mathematic 
cal .statements such as those alluded to above, The problem of 
the relativi' efficiency of English and Indian labour cannot be 
solved by the 'method of diff'erence’ because of the entirely dis- 
similar conditions of work. The smaller outturn in an Indian mill 
cannot lie wholly put down to the inferiority of the Indian operative 
for his lower productivity may partly be the result of relatively 
inefficient management. Moreover, as the textile workers in Bombay 
pointed out in 1889 in their petition to the Governor-General, the 
Indian operative is handicapped by the badness of the raw material 
used in Indian mills. Owing to the inferior quality of the cotton, 

molive 111 diiingr op. Git., pp. 44-5). ■: The activities of the jobber going 

From mill to mill in search ■ of , labour .are. also, held to be partly responsible 
for the I'vil wbich Government employment . bureaux may mitigate to some 
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there is continuous breakage in thread and more men have thus to 
be employed. It is also complained that, unlike the Lancashire 
millowners, the millownera in India do not use the most up-to-date 
labour-siaving- devices and machinery.'- One reason for this is that 
all machinery has to be imported from abroad, which makes it 
much more expcn.sive than in Engfland, and, as wages are kuv{!i- 
in India, thi.s often determines the balance in favour of employing 
more hands rather than invest in the most up-to-date machinery 
and the latest labour-saving appliances. The employers cannot 
indeed be blamed for this, but it certainly renders the comparison 
between English and Indian labour unfair to the latter. 

Granting, however, that the Indian labourer would almost cer- 
tainly be found to be inferior in the sense that his output would 
be smaller, even if other things such as the nature of machinery 
employed, etc. were the same, the next question to be answered 
is whether Indian labour is also inefficient in another sense which 
depends on the relation between the work turned out and the wages 
paid.. The Industrial Commission thought that Indian labour does 
not produce as cheaply as Western labour in spile of its lower 
wages. Dr Nair argued in 1908 that ‘if one Lancashire i)perative 
is equal to 2-67 Madras operatives, then, since the tiverage monthly 
wage of a Lancashire operative is about Rs. 60 while that of 

a Madras operative is only Rs. 15 it is clear that for the same 

money the Indian niillowner gets nearly double the work that an 
English millowner docs’. “ This, however, ainuimts to saying that 
Indian labour is actually more efficient tlian English hibour (taking 
efficiency in the second sense of the term), which is almost certainly 
untrue; and friends of Indian labour should note that it proves too 
much from their point of view, for if Indian labour is rdready twice 
as efficient as English labour (which, perhaps with llie exception 
of American labour, is g-enerally regarded as tlie most efficient in the 
world), why trouble about making it still more efficient, say, by 
means of higher wages and the consequent improvement in the 
standard of living? The case for better wages is dearly weakened 
by such tactless defence of Indian labour. But apart from any 
tactical considerations, we think that, broadly speaking, at the 
present time, the principle of the economy of higJi wages will' be 

' However, according to the report of the Lancashire representative.s on tlie 
International Textile Factory Workers’ Association tU'logaled tti India, mills in 
India as a .whole compare favourably with. Lancashire as regards construction 
of building,s, modern machinery and up-to-date labour-saving devices, but tlic 
workers are lacking in the skill, stability and stamina of their prototypes in 
Lancashire. See Matheson, op. cit., p. 29. 

" Pillai, op. cit., p. 244. . 
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found to apply to Indian labour, so that increased wages arc likely 
to result in a more than proportionate increase of efficiency and 
that, however we conceive the matter, the present position is that 
Western labour is incomparably more efficient than Indian labour,' 
though Indian labour has been improving slowly but steadily. 

^2T. Causes of the inefficiency of Indian labour. — As regards 
tlm causes of the inefficiency, their name is legion. Some of them 
are pcnmui.cct while others are tempora ry or remediable. To the 
former chiss belong the cl im atic conditions in India which are 
generally adverse to high labour efficiency, 'rhinking of the cotton 
industry we may note that Lancashire possesses a great advantage 
in its cold and invigorating climate denied to most parts of India 
where the industry is located. Again, the artificial humidi fication 
which is necessary in India is at best a poor substitute for the 
naturally moist climate of Lancashire and is liable to inflict serious 
injury on the liealtli of the operatives unless it is properly regulated. 
The causes susceptible to remedy, such as the very unsatisfactory 
conditions as rcg.'irds vcnlilation and sanitation, etc. have already 
been referred to. Further, it may be mged that the hours of work, 
although shortened recently by legislation, are still much loo long, 
especially for a tropical country and there is probably much truth 
in the suggestion that the slackness and listlcssness of the Indian 
worker are a kind of protective device which he unconsciously 
atlopts to prevent the constitutional breakdown which strenuous 
labour for the long bour.s of work would otherwise inevitably bring 
about. 

It is undoubtedly a fact that the physique of the average Indian 
worker is inferior to that of an average English worker. This is 
due especially to two causes, (i) the ravages of disease, and (ii) a 
poor dkrlary. While, as we have seen, the rural areas are by no 
means free from ihe ravag-es of. major diseases like malaria, plag-ue, 
cholera, influenza, kala-azar, hook-worm, etc. their incidence is 
c.spef;ird]y hc.'ivy in congc.stccl industrial areas. The awful slums 
where the labourers have to reside are first-rate breeders of pesti- 
lence and piovidcm mo.st ideal conditions for its rapid spread. 

An organization for the improvement of public health, which 
would include the .supply of pure water, unadulterated food, and a 

' Sir (ihon Mr) H. P. Motly, Ghainnan of the Bombay Millowuers’ .Associa- 
tion, in lii-s oral eviiience before the Labour Commission, g.'ive the followiiifi 
figures relating to comparative labour efficiency : ‘In Japan a weaver minds 
six looms and. efficiency there is 95 per . cent. In China a weaver minds four 
looms and I'fficiKncy is 80 per cent. . In Bombay a weaver minds two looms: 
and efficiency h 80 per cent. Calculated on the basis of Japan and China 
a weaver in Bomliay is paid between aoo and 300 per cent more than a weaver 
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proper cirtiinag-c system, is absolutely necessary alon^' with belter 
medio.al facilities ami a system of insurance at'iiinst sickness of 
industrial workers. 

As rctgards tlie effects of a poor dietary, this is a cpieslion which 
concerns the whole Indian population and will be discussed else- 
where. 

ii22. Conditions of housing. — ^The unbelievable Dvererowdirif’- 
and appalling' conditions of sanitation in mos(. ol’ our industrird 
towns have much to answer for in respect of itie instability ol 
labour in the towns and its low efficiency, dn some of the industrial 
areas in India where factories have been established at some distance 
from the towns, the problem of housing- and sanitation is compara- 
tivel}' simple. The labourers are often housed in the neighbour- 
ing- villages or in dwellings that take the form of single-storey 
‘lines’ erected by tlie. employer, who can acquire the necessary land 
without much difficulty. The second stage of development and 
congestion is typified by such cities as Madras, (...'avvnpore, Nagpur, 
Ahmedabad, and in a very large proportion of industrial areas round 
Calcutta. In these areas land is far cheaper llian in llombay and 
Calcutta proper, and accommodation usually consists of single-storey 
huts in groups known as hustis, erected by persons other than 
the owners of mills and rented to mill-hands on fairly reasonable 
terms. Housing conditions here are no longer as etisy as in the 
villages and require close, supervision either by the millowners or 
the local authority. In some eases, as at Cawnpore, Cale.utta and 
Ahmedabad, the more onlighti'nod factory ownor.s have found it 
ad^'ls^lbIn to .supply housing accommodation to the employees in 
the hope of commanding the pick of the labour market, especially 
in the case of .such fluid iSlibur force as that on whioli the textile 
factories rely. Conditions in Ahinedaliad ought to he hiUter as land 
is cheaper than in the other cities but actually the condition of 
housing in Ahmcdabati appears to be wor.se I ban in any other 
industrial centre in India. However, the Munieipulity has recenily 
decided to construct model dwellings for workers and the question 
is also being tackled on co-operative linc.s. In practically every 
industrial centre the evil of overcrowding has been allowed to 
grow. No control: has been exercised over the selection of sites 
for industrial development. As more and more workers came in 
to satisfy the expanding needs of industry they were allowed to 
settle a.s best they could in the heart of towns alrcaily sull'ering 
from a shortage of houses as, for example, Hornhay. 

This has naturally led to a shocking state of alfairs. ‘1’he 
majority of the working classes are housed in chnwls or tencimaii.s 
which consist usually of single rooms, sometimes of double rooms 
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or gallas, but. never oJ: more than two rooms. These cliawls have 
for llicir object the housing — one is almost tempted to use the 
expression “warehousing” — of large numbers of the labouring 
classes in a.s cheap a manner as possible.’^ 

Ihe vast majority of, the working class families in Bombay live 
in single rooms (more than 70 per cent). The average number of 
persons jier room in the case of working class cpiarters is 4 ‘03. 
The.se figures stand in .striking contrast to those of London, where 
only 6 per cent of the total population live in one-room tenements 
with an averag-e of 1-93 persons per room. Wiiile th e . wprker 
.mam , in .Fmnce jand_ Bt^ium 
he. has two rooms, in Gerjnany three, and in England iin.d. Wales 
also be remembered that the practice 
oT sub-letting is common among industrial workers in Bombay. 
This of course causes further overcrowding. It is a practice 
facilitated by the long hours of work spent outside the rooms 
and sleeping in the open in^ ^'though the chawl 

is a .special atomiiiation^oFlBombay, the evil of congestion and 
overcrowding is by no means unparalleled in other centres. 
Tlte overcrowding in certain parts of Howmah, for instance, i.s 
probably unequalled in any other industrial centre in India. 
Nor is it characteristic only of the larger cities. Even in the 
smaller industrial towns where land is relatively more plentiful 
rapid growth in population has outstripped available housing accom- 
modation. 

§23. The adverse effects of bad housing and sanitation. — ‘Good 
houses mean the possibility of home life, happiness and health ; bad 
houses spell squalor, drink, disease, immorality, crime, and in the 
end demand hospitals, prisons and asylums in which we seek to 
hide away the human derelicts__of society that are largely the results 
of society’s own neglect.’ Insufficient and bad housing is also one 
of the factors responsible for industrial unrest. All these evils are 

‘ liui'st, op. cit., p. 20. ‘The vvor.st type of chawl consists of a two- 
three-, or fom--,storeyea building, with single room units either placed back to 
back or separated by a narrow gulley two or three feet wide, usually traversed 
hy an open drain. 'I'he rooms, especially those on the ground-floor, are often 
pitch-dark and possess very little -in the way of. windows and even the Small 
openings which exist are closed by the inhabitants in their desire to secure 
l)rivticy and to .avoid the imaginary . evils, of ventilation. The ground-floors are 
usually damp owing to ah insufficient plinth; the courtyards between the 
buildings are. most undesirably narrow and, therefore, .receive insufficient sun 
and air,: They are. also very dirty,. Water arrangements are insufficient and 
latrine : accommodation is - bad, though , 'the latter 'is . being . steadily improved. 
A most insanitary smell hang.s round these buildings ,’ — Industrial Commission 
Report, par. .241.,.. ... 
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present in varying degrees in Bombay. One of the greatest evils 
is the heavy infant mortality in the Bombay slum areas. The rate 
ol; mortality varies inversely with the number of rooms in the 
dwelling-place. The highest rale reached in the worst localities is 
298 jicr 1,000 registered births as against the average, rate (.if 200 
to 250 for the general population^ The heavy inlant inorjality, 
which we have already discussed," is due to a great variety of 
causes such as early marriage, maK‘raa[J|'nor;uieo’, lack of inedieal 

care and nursing,'^Tlie habit of drua-ging fhe child with.jrpium, 

thc'lfrowinj^ diffi culty of .semdii£TjIJiu|]j.CkTl' ,s.U.RJ?!y .of good milk, 
prevaience..Q£.veiifir,efii disease and the gctmral poverty. Ihorc is 
misdoubt, however, about the direct causal connexion between over- 
crowding and high infant mortality. Lastly, the appalling conditions 
of chaivl life and the absence of privacy have also a deterrent effect 
on those who wish to bring their families with them to the towns 
and have thus, in general, a very uns(*((ling- ellcct on the .stability 
and efficiency of labour. 

§24, Attempts at improved hoiishi}'. — In Bombay, while water- 
supply, sanitation and drainage were improved, no hood was given 
for a long time to the removal of congestion and the destruction of 
the slums so that the position became worse and worse every year. 
The heavy mortality and the great exotlus from Bombay that fol- 
lowed in the wake of the great plague of i8gG and the consequent 
paralysis of trade and industry brought matters to a head and 
the Bombay Improvement Trust was established in i8()8 to make 
new streets, open out crowded areas, reclaim land from the sea 
providing room for expansion, and coa.siruct sanitary dwellings for 
the poor and the police. The limited powers and funds of the 7'rust 
and want of proper co-operation between the Trust anti the Cor- 
poration, and its inevitable unpopularity brought on by compulsory 
acquisition of private property and demolition of building.s, pre- 
vented rapid progress and led to (lie adoption of the policy of 
‘slum-patching’. A few building sites and the main thoroughfares 
were developed, and a few chawls were (constructed. In some cases 
the people dishoused did not avail themselves of the alternative 
accommodation provided and another congested zone was formed 

’ L.CtR., 271. : . . 

“ See vol. I, ch. iii, §10; also Report on Labour Conditions in India 
(British Trade Union Congress Delegation), i()28, pp. 

‘I The employment of municipal nurses and inidivives ti 1 visit the liomes of 
tiie poor and instruct and advise mothers, the estjdilishmcnt of malernity homes 
with niilk-dcpots attached to them, and of infant welfari! centre.s, improved 
housing, and»- .sanitation .are some of the measures that have been adopted to 
tackle the evil of high infant mortality. 
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near the original demolished area, which thus rose in value and 
made it difficult for the Trust to acquire it. Still the Trust was able 
to do .some highly useful work and provided 21,387 new tenements 
as against 2.4,428 tenements demolished. It constructed a number 
of inucli-needed broad thoroughfares, which serve incidentally the 
purpose of main air channels for the congested areas. I'lie Muni- 
cipality also had by 1920 provided 2,900 tenements for its .stafi' and 
had sanctioned the construction of another 2,200. The Port Trust 
had provided quarters for nearly 5,000 of, its employees. In the 
meantime, the population of the city was increasing rapidly and 
the millowners did little in the matter of housing their operative.?. 
By way of preventing further congestion and securing better hous- 
ing, the Industrial Commission recommended refusal of permission, 
with a few exceptions, to establish fresh industrial concerns ; the 
setting up of a special area for industrial development ; the removal 
, of the e.xisting railway workshops to a reasonable distance from the 
city ; supply of housing accommodation to their employees by rail- 
ways, Government Depart ments and public bodies; improved com- 
munications with the object of creating industrial suburbs; a definite 
standard of accommodation for industrial dwellings located in the 
city; and a programme of construction worked out and taken up 
by Local Autliorities. At the end of the War, a bold and compre- 
hensive scheme of a Development Directorate to deal with the 
problem was drawn up by the Bombay Government. The funds 
V'cre derived from the proceeds of a development loan of Rs. 9 
crores and a ‘town duty’ of one rupee per bale of cotton on all 
cotton entering Bombay. However, a large number of the tene- 
ments built remain unoccupied. From an architectural point of view 
they are universally pronounced to be profoundly ugly structures 
and their inability to attract the workers has been attributed to 
difficulties of access, absence of bazaar facilities, cement construction 
(which makes the rooms uncomfortably warm in hot weather and 
uncomfortably cold in cold weather), high level of rents, lack of 
lighting and lack of police protection. The Bombay development 
scheme was taken up in the post-War boom period when labour 
conditions were abnormal. It has proved a failure owing to serious 
mismanagement and to the astonishing lack of imagination and 
foreBiought displayed in the- manner in which the buildings were 
constructed. For example, no attempt seems to have been made 
to understand the actual needs of the expected inmates. Moreover, 
the high price of land during the post-War real estates boom in 
Bombay led to the adoption of the old bad cliawl system, so tTiat 
there was hardly any improvement either as regards convenience 
or sanitation. Some attempts' are, however, being made to correct 



114 


INDIAN ECONOMICS 


these defects. At prc.sent. a Uu-tje number of the tenements are 
unoccupied. 

An intere-sting- (le\'elopmciit .scheme is being carried out at 
Ambernatl), near Kalyan, wliich aims at creating a model industrial 
town, with all modern facilities, with ap|)i()ach roads to all 
factories, stall’ bungalows and workmen’s quarters, a shuttli; service, 
marked-place, water-supply and .sewage arrangements. In ihe town 
of Bombay proper, no new mills will lie allowed ben^after. 'I'lie 
Municipality and the Port Trust are also carrying out tlicir 
programme of development, and the Port 'i'ru.st have con.structed 
a new cotton depot at Sewri. 

So far as the millowncrs are concerned, some mills, like tlic Jacob 
Sassoon Mill, have provided housing accommodation to their 
0]-)eratives. The difficulty of procuring land on motlerute terms 
in the vicinity of the factories, the absence of any guarantee that 
the operatives housed by fi. mill will not aoc.eiit w<.irk in other , 
mills, and tlii^ reluetance of llie ojieratives themselves to take ad- 
vanlage of sudi arrangements, have made prog'ress inevitably .slow. 
The operatives fear loss of liberty of action and probable ejeclmeiit 
in case of strike, and resent sanitai'y rules and discipline, the value 
of which they do not understand. In these cinnimstani'e.s, the olVer 
of the Improvement Tru.st to millowncrs to enable them to repay, 
within fifty years, the sums expended on vlum<ls en-cted by the 
Trust has not been much availed of. More favouralile conditions 
in these respects exist at C?awnpore, Nagpur, Ahmedahad and 
Madras, where the millowners liave taken greater inlei'est in llie 
housing of their operatives, with considerable advantage to both 
parties. , 

The Industrial Commission have recommended that the (lovern- 
ment should use their power to acquire land on behalf of the 
employers for the housing of labour, subject to certain stifeguards. 
Land may also be acquired at the co.st of the Government or o/ 
the I.ocal Aulhoritie.s concerned, -which tliey may lease at easy rate.s 
to employers to erect industrial dwellings. The Labour Commis- 
sion have a variety of sugge.stions to olfcr. We have space to 
mention only a few of them: (i) Provincial Governments should 
make a survey of urban and indu.strial areas to asceriaiii their needs 
with regard to housing and arrange for mutual eonsidtation's for 
devi.sing practical plans of co-operation among all interested parties; 
(ii) the Government should lay down minimum standards in regard to 
cubic space, ventilation, lighting, \vater-.supply, riniinage, etc, ; (iii) 
suitable town-planning Acts should be pas.sed wherever neces.sary; 
Civ) the provision of working das.s housing should 1k; a slalutory 
obligation on every Improvement Trust; (v) co-operative building 
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societies should be cncoiiraj;-ed ; (v\) municipalities should revise, 
brinq- up to date and enforce rigorously bye-laws dealing with 
health, housing- and sanitation (L.C.R., cb. xv). 

I'he problem of industrial housing bristles with difficulties con- 
nected with Irnance, management, design, etc. not the, least of 
whicli ari.scs from tlie total indifference of the workers themselves 
to the necessity of clean and sanitary housing^. Proper education 
of tlie workmen in elementary hygiene, and as far as possible 
the ajiproximatlon of industrial dwellings to conditions obtain- 
ing in the villages, ought to go a long way towards ensuring- 
clean and suitable dwellings and securing the stability of industrial 
labour. 

§25. Wage rates.' — ^The Labour Office of the Government of 
Bombay conducted thi'ee inquiries into the wages of workers in 
the cotton mills in the Bombay Presidency in 1921, 1923 and 1926 
respectively. In 1934 the Commissioner of Labour conducted a 
departinenta! inquiry covering about a dozen principal occupations 
in all mills in the Bombay Presidency. The report of this inquiry 
was published during the same year. The Government of Bombay 
in 1935 launched a general wage census which is intended to 
cover in about two years all factories, transport workers, worlcers 
in docks, municipalities and building trades, etc. 

The following table gives the average daily earnings of labour 
in the three important textile centres in the Bombay Presidency. 
The figures are based on the 1926 inquiry, allowance being made 
for the recent cuts in wages, namely about 20 per cent in Bombay, 
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i' Jfidkm year Book pp. 527-31 and TPo^eji aud Uneinploymem in 
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On a tnorifhly basis the average earnings would be as l-ollows : — 



(Similar figures cannot be worked out for Ahmedabacl owing to 
the admixture of wage payments on the basis of monthly, bi-nionlhly 
or i6-(lay payments.) 


TJjo ma.x-imu)n or potential earnings of a worker for a full work- 
ing month (that is assuming that he does not remain absent on 
any of the working days in the monlh) are sensibly higber than in 
the preceding table as will be .seen from tin; following figures: — 


Avfrfigis iiKiiiihly cfu-nings of full time worUers 


•Snx .'uut 
Eige {•roup 



In the jute industry in Bengal the average monthly wages of the 
different classes of employees vary from Rs. 40, for example metal 
turners (we exclude Chinese carpenters jwho earn as much as 
Rs. 93 per month), to Rs. ii, for example bobbin cleaners. Wages 
are appreciably higher in the case of workers in the single-shift 
system than in that of workers in the multiple-shift .system. 



Ihe (laily carning-s of underground workers in the more import- 
ant coal-fields in British India vary according to locality from 
Rs. i-y-o to about 13 aimas for foremen, sirdars etc., from 14 
to 8 annas lor miners anti from 12 to 6 annas for loaders. 
In the case ol other underground workers the rate of rvages 
depends on wliether tliey are skilled or unskilled. Females u'orking 
underground do not seem to be able to make more than about 6 
annas per day. 

The general scale of wages is lower for workers engaged on 
‘open working's’ and lowest for labourers working on the surface. 
On the tea plantations in Assam the family has to be taken as 
the working unit and the monthly cash earnings of an average 
family vary considerably according to districts, being apparently 
highest (about Rs. 32) in Dibrug-arh District and lowest (about 
Rs. 15) in the Cachar, Sadr and Hailakandi Districts. 

P26. Low sttindard of living. — ^'I'he low standard of living of 
the Indian labourer may be regarded as a further cause of in- 
efficiency. It is both the cause and l:he effect of the low wages. 
In conformity with the rather obvious generalization known as 
Engel’s Law we find that the average income of the worker in 
India being very small, a very high percentage of it is spent on 
food and that the percentage decreases with the increase in the 
size of the income. In Bonibay, for example, the Report on the 
inquiry into working class budgets in Bombay in 1921-2 showed 
that the expenditure on food varied from 60-5 per cent in the case 
of incomes below Rs. 30 per month to 52'6 per cent in the case of 
incomes between Rs. So and Rs. go per month. In countries with 
a high standard of living, like England and the United States, a 
comparatively much smaller proportion of the wage-earner’s income 
is absorbed by food and the other elementary necessities of life and 
more is left over for conventional necessaries and luxuries.^ The 
standard of living of the Indian worker falls far short of what is 
required for full efficiency and is barely enough for sustaining his 
family. 

The Report on the latest inquiry into the working class budgets 
in .Bombay city conducted by the Labour Office in 1932-3 shows 
that the average monthly expenditure of the family is Rs. 45-15-9. 
Plxcept in the Income groups ‘below Rs. 30’ and ‘Rs. 30 to Rs. 40’ 
the income is in excess of the expenditure and in the income group 
‘Rs. 90 and over’ the surplus left at the end of month is about 
22-5 per cent of the monthly income. It is important to remember 

^ G. Findlay -Shirras, Working Class Budgets in Bomhay (Bombay I.aboiir 
' Office, , a 923). , V't t .V t 
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that; this was the position at the time of the inf|iiiry and th<^ 
wag'e-c.iits which have taken place since then, especially in the 
cotton mill industry, may have tended eitlier to alfcct I he monthly 
surplus or lower the standard of livin.ii'. 'I'lie JVillovvinf^- tabk; shows 
the actual pcrcentapfe of distribution of ex]Kaulitui-e on tlie various 
groups of commodities and services whitth i;(>mprise a family 
budget: — ’■ 


(iroups inonltily' 

ijxpeiiditiirc 


The average monthly income of the family of a cotton mill 
worker is slightly higher (Rs. 52-S-ii) than 1I10 average monthly 
income (Rs. 50-1-7) of all workers, 'fin; .•iverag'e monthly expendi- 
ture of a cotton mill worker’s family is also slightly higher 
(Rs. 47-4-1 1) than that of all workers (Rs. 45-15-5). '(n most other 
centres family earnings are lower than in liomliay. With incomes 
of this order it is clearly impossible to maintain any satisfactory 
standard of living. 1’h e w orker cannot alfonl suOicienl wholesome 
foo d, even suppos ing lie utilizes, hi.s income with the niost coTnplele 
wis_dorii. We h ave already described his sorry jilight as regards 
shjelteju His c lothm a is J.00 sjtyuity jiyen__U)i a w.mn dimatf 1 he 
expend iturc^ on educati on is ,'ilmost pjj. The only furniture he can 
afford is limited to a few rough deal-wood boxes, iron plate trunk's, 
bamboo sticks, a country blanket, a worn-out mat, a few knick- 
knacks and cheap chromolithographs representing scenes from my- 
thology." Most workers have to spend a consideralile jiroportion 
of their incomes on travelling to apd from their villages. Another 
large part goes to meet the interest on the debt they have almost 

^ Report on an Inquiry into Working Class Family Budgets in Bombay City 
(i9J5)> 'Pv:i9-' ■■■ ;/.-h 

* Hurst, op. cit., p. 63. 
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invariillily incurred.' The usual rate of intcre.st charged is one anna 
per rupee, or .seventy-live per cent per annum, and compound 
interest is (diarged if the interest is not paid regularly. The interest 
on debt .sh(n\s an average expenditure of nearly three per cent 
of the total monthly expenditure.^ 

§27. K.xpenditiire on drink,— The evil of drink- is spreading in 
an alarming fashion among the factory labourers, and it is lielicved 
lliat at lea.st lour per cent of the total expenditure of the working 
classes, as sliown by family budgets, goe.s on drink, the percentage 
being as high as ten in the case of the lowest class of workers like 
scavenger.s. The male worker (women rarely drink) frequently tries 
to relieve by drink ‘the hard and long day’s work in the mill 
under the scorching humid heat of an eastern sun’ (Hurst). 
There Is some physiological connexion between craving for drink 
•on tlie one hand and unwholesome conditions of work and mal- 
nutrition due to poverty on the other. The provoking part about 
tile matter is that if the money spent on drink were to be used for 
buying more and better food, there would, of course, be less 
malnulrition. The worker is not only extremely poor, but is also 
unable to manage his expenditure in the best possible manner, and 
tlie expenditure on drink serves to aggravate his poverty which in 
its turn leads to an increase of drunkenness. Among remedies being 
tried are the substitution of tea shops, cinemas, clubs and other 
forms of I'ccreation for the tavern, and the curtailment of the 
number of liquor shops and the hours of opening, along with ration- 
ing in mill areas. 

§28. Case for hi}|her wajics. — ^W^ith reference to the prevailing 
wage rates in India tJie opinion may be. haz a rded that: an increase 
of wages is necessary as a first step in order to lecy iqi labour to 
a higher state of elliciency. In India as elsewhere, employers arc 
often found urging that increase in wages is either dissipated in 
drink or leads to greater idleness on the part of the labourer, instead 
of raising his standard of living, and that consequently there is no 
improvement in his efficiency. Profes.sor Pigou effectively disposes 
of this objection to higher wages as follows : 

‘It Is true that at any given moment the taste and temperament 
of persons who have long been poor are more or less adjusted to 
their environment and that a sudden and sharp rise of income is 
likely to be followed by a good deal of foolish expenditure, which 

‘ .Ayfoi-diiig (0 tlio inquii'y in 1923 into the working class budgets In Bombay 
by the Labour Office, forty-seven per cent ;of the. families were in debt and 
the debt was Ihc equiv.alent of two and a half months’ earnings (one montli’s 
average earnings per family , being Rs. 52-476). . v 

See: also §28. ^ .Lr : 0 . 'k 



involves little or no addition to economic welfare. li‘, however, 
the higher inc;ome is maintained for any leng'th of time, this phase 
W'ill pass, whereas if the increa.se i.s gradual, . . . the period of 
foolisliness need not occur at all. In any case, to contend l.hat 
the folly of poor person.s is so great that the rise of iucoine among 
them u'onld not promote ecitnomic welfare in any degree, is to 
press parado.'! beyond tlie point up to which discussion can reason- 
tibly be called upon to follotv. 

Anotlier standard objection to raising- the ratt; of wages is tliat 
the cil'ect is likely to be very soon cancelled by tin increa.se in 
population. Thi.s point has already been dealt with (see vol. I, 
ch. iii) and we have ailvanced the view that increase (tf -vt^calth, 
although it may express itself partly in increase of numbers, may 
also be. expected partly to re.sult in raising the standard of living. - 
It is not seriously di.sputcd tliat the stiindiird of living of Induslritil 
labour has in laot risen appreciably in recent years. 

7 'hc conditions of international competition are also allogtxl to 
be a formidable obstacle to the levelling up of wages. Wi^ have 
already referred to the dillieulties of tlie col (on mil! industry, un- 
doubtedly due in stmie measure to the severily of competition from 
Japan. The fact lh:d: a country may 8‘ain a suhsttiniial advantiigc, 
at least temporarily, over another by sweating its workers and ’iising 
them up ‘as omnibus companies use up their horses’ ettnnot be 
tlenied. At the same lime, it does not follow that olhe.r countries 
also mu.st in self-defence adopt .similar mol.hods of sweating. It 
is arguable that sweated tradc.s’ do not pay in the long run us the)' 
leail to diminished ellicicncy. In tiny etise, no civilized community 
can alTord to forget that, equally important with the economic 
ideal of incretise of ptoduction, is the moral itletil of increase in 
the quality of human life. Tlie proper melliod of cqimlizing con- 
ditions of international competition is to get every nation to tigree 
to secure certtiin minimum conditions of working. But even u-heu 
a particular nation remains recalcitrant, protection against it must 
be sought in other ways than By'^ririposing- or ficquiesctng in a 
dang-erotisly low .standiird of living for the workers. 

Say. Legal minimuni wage.— -The Eleventh International Labour 
Conference held at Geneva in 1928 adopted a draft convention 
providing for the creation and maintenance of a machinery whereby 
minimum scale.s ; of wages can be fixed for workers employed in 
certain of the trades (and in particular in home industries) in wliich 

* A. C. Pigou, Economics of .Welfare, pp. 53.4, 

“ According to Mr Serve increased .wages produce a higher sland.ird of 
li'ing in the village from which the Untnagiri worker coiuf", even In i’ore tliey 
appreciably affect liis .standard in Bombay. 
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no arrangeinunts exist for the effective reyiilation of tvatjes by collec- 
tive agreeiDciit or otherwise, and in which wages are exceptionally 
low. I'he Laliour Commission suggest that before minimum wage- 
lixing machinery can be set up, industries in which there is a 
strong presumption that the conditions warrant, detailed investiga- 
tion should be selected and a survey of the condltion.s in each 
such industry .should be undertaken as the basis on which it should 
bo deluded whether the fixing of a minimum rvage is desirable and 
practicable. When a decision has been reached as to whether the 
conditions in any case justify the setting up of machineiy, particular 
attention should be given to the cost of enforcement, which may 
be prohibitive owing to the slow growth of the spirit of compliance 
with industrial law among employers, the ig'norance and illiteracy 
of the workers, the possibility of collusion etc\ The policy of 
gradualne.ss should not be lost sight of if the desired end is to be 
achieved without disaster {L.C.R., 212-14). 

830. Indebtedness. — ^'Fhe majority of the industrial workers 
remain in debt for the greater part of their working lives. It is 
estimated that in most industrial centres not less than two-thirds 
of the labouring population is in debt and that the amount of debt 
commonly exceeds three months’ wages. A great majority of the 
workers are in debt to their food suppliers. Defaults are common 
owing' to the improvidence and poverty of the labourer and are in 
fact encouraged by the money-lender, so that a small initial loan 
.speedily accumulates into a jiermanent and intolerable burden. The 
most important single cause of indebtedness is the expenditure on 
fe.slivals, 'especially marriages. In respect of borrowing, the 
position of the industrial worker is in several important ways 
different from that of the agriculturist. The mobility of the indiis- 
Iriiil worker from mill to mill, centre to centre, and town to village 
naturtilly makes the conditions of borrowing very much harder. 
Again, at least some part of the borrowing of the agriculturist is 
productive being in the form of short-term loans repaid from the 
successful results of its application to land, while the loans to 
industrial labourers are generally unproductive. Lastly, unlike the 
a^Ticulturist, the industrial worker is rarely in a position to offer 
adequate security. It is, therefore, easy to understand why the 
rates of interest tend to be exceptionally high in liLs case. Co- 
operation on i\'hicli much stress is laid in the ca.se of the agriculturist 
is difficult for the factory worker on account of his constant 
mobility. Moreover, credit in the sense of increased borrowing 
cjipacity is not the worker’s need.. Indeed he would benefit if his 
attractiveness as a field of investment were reduced and if it were 
made unprofitable to the money-lender to advance amounts which 



it is beyoiul tlie capacity dI‘ the; worlvO's to repay. 'J'lie Lalxnir 
Conimission have made some, proposals to secure (liis end. 'I'liey 
IJropose tliat the salary and wages of all worlemen receiedug- le.ss 
than Rs. 300 a month should be exempted from allMcliment, as 
also workers’ contributions to bona iide provident funds. It is 
also suggested that arrest and imprisonment should lie abolislied 
in the case of an ordinary industrial worker tirdess he is iiroved to 
be able and yet unwilling to pay and that summary procedure .should 
be instituted for the liquidation of workers’ unsecured debts and the 
Courts empoweretl to adjust the amount of the decree to \\li;it the 
worker could pay without undue hardship. 


Labour Legislation in India 

Growing scope of labour legislation in India. — Lalmur 
Icgi.slatlon in India naturally does not (U'ctijiy the same iin])m lant 
po.sition as in Western industriidized countries like luiglaud ami 
the Uniteil .States, owing to ‘the deliberateness of the spread of 
mechanical power and narrowness of the. area alVeeted'. Mueli of 
the work is done out of doors or in sheds without walls, tind tlu; 
problems of overcrowding, had ventilation and undesiriilile mixing 
together of the two sexes have not to he faced on the stinio scale. 
With the growing industrialization of the eottniry, a heller reali- 
zation of the duties of the Slate towards labour, llie awakening of 
the working classes in India to their rights in recent yi'ars and the 
acceptance by India of her obligations towards the Intcrmitional 
Labour Organization of the League of Nations, Itihour legislation 
is coming' to occupy a more and more important position, f And 
this is as it ought to he. We are so impressed with the ptiramount 
necessity of determined Stiite action for the purpose of minimizing 
the well-known evils of indiislritilisni that we sliould he prepared to 
support it; even if it led to a certain slackening of the pace of 
indu.striali,siri. So far we have on the whole fiiiled to profit by the 
experience of European countries. We liave preferred to begin the 
world afresh, so to speak, and have repeated the blunders of other 
nations who have gone ahead of us in industrialization. Without the 
excuse of ignorance we have allowed to appear in our midst certain 
familiar abuses, such as the rise of slum-cities, the exploilation of 
ehild-lahour, excessively long hours of work for men and women, 
had sanitation and absence of safety inca,sureH — abuses which we 
are now trying painfully to correct. 
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8:^2. ISefSiiiiiings of factory legislation in India. — The question 
ol lactoiy legislation in India appears to have been first raised 
in Llie. Report of Major Moore, Inspector-in-Chief of the Bombay 
Cotton Department in 1873. About the same time, Mr J. A. 
Ballard, Mint Master, Bombay, called attention to the necessity of 
ji Fa(U.()ry Act to restrict the. hours of work for tvomen and children 
in Bombay. The progress made by the Bombay cotton mill industry 
aroAised the jealousy of the Lancashire manufacturers, and in T87..1. 
the Manchester Chamber of Commerce sent a deputation to the 
Secretary of State for India to urge the application of the British 
Factory Law to India. ^ The result was the appointment of a 
Factory Commission by the Government of Bombay in 1S75, of 
which the first Factory Act {1881) was the outcome. Its main 
provisions were as follows : 

'I'he employment of children below the age of seven was prohi- 
bited. Between that age and twelve, they u'ore not to work for 
more than nine hours a day. An hour’s daily rest and four holidays 
in the month were prescriberl for children. No relief, however, 
was given to women and adult male labour. The Act applied to 
factories employing not less than a hundred persons and using 
power. Local Governments were to appoint Inspectors of Factories. 

Agitation to amend the first Factory Act began almost imme- 
iliately after its passing. The 1881 Act was on the whole a triumph 
for conservative opinion, which prevented its provisions from being 
more stringent as desired by the Government of India and the 
Bombay Government. The Bengal Government, the Bombay 
millowners, and the Bombay and Bengal Chambers of Commerce 
were opposed to any legislation whatsoever; but again pressure 
from Lancashire resulted in the Secretary of State moving in favour 
of the expeditious adoption of more rig’orous legislation, and the 
second Factory Act of 1891 was passed. Its provisions applied 
to all establishments using power and employing not less than 
fifty persons. But the Local Governments were to have power 
to extend it to others employing not less than twenty persons. 
'I'he lower and upper age-limits for children were raised to nine 
and, fourteen re.speetively. Their hours of work were limited to 
seven in any one day .and had to be between the hours of 5 a.m. 
and 8 pan. Restrictions were placed on the employment of women. 
'I'hey were not to work in factories before 5 a.m. and after 8 pan., 
except in places where an approved system of shifts existed. 'Their 
hours of work were limited to eleven in one day entitling them to 
a tot.'il rest of one and a half hours. Men workers were to enjoy 
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an interval of half an hour’s rest between 12 noon and 2 p.in. and 
a weekly day of rest. There were also certain provisions which 
secured Iictter ventilation and cleanliness and aimed at preventing 
overcrowding in faetorie.s. 

§33. Factory Act of 1011. — The cotton mill industry was ex- 
panding rapidly and labour was not so elieap as it had lieen. This 
naturally led to attempts on the jiart of the employers to get the 
last ounce of work from the labour that was avaihdile. hixecssive 
hours of work were also made possible by the incrc;asing use of 
electric lights in the Bombay mills, where in many cases the opera- 
tives were being worked for as much as fourteen and a half hours 
a day. So also a few Calcutta jute mills worked theii- hands for 
twelve hours, and some operatives had to attend for as many as 
fifteen hours. Tliis g-ave a handle to the usual agitation on the 
part of Lancashire manufaoturers, and a small 'rextile Factories 
Labour Committee (the Freer-Smith (Aimiuittee) was aiipointed in 
1906, followed shortly after by a Ciommission vvliich reported in 
1908. ‘ The matter was also taken up by the press in India, and 
it is only fair to add thatj a leading part in the movement for the 
roiduction of hours of work was tideen b)- some. oC the enlightenetl 
employers. The result of all this agitation was the passing of 
the Factory Act of 1911 which brought within its scope seasonal 
factories working for less than four months in the year. It made 
the possession of an age certificate compulsory. 'I'he hours of work 
for children in textile factories were reduced to six per day. The 
Act restricted the employment of women by night, allowing it 
only in the ca.se of cotton ginning and pressing factories. For the 
first time the hours of adult: male workers wc're restricted by hiw, 
the limit being twelve hours per day in the ease of textile, factories 
alone, as recommended by Dr Nair, wlio was the. only member 
of the Factory Gommission of 1908 to plead for the direct limita- 
tion of hours for adults. Furthermore, in all textile factories, 
except those working with an approved system of shifts, no per.son 
was to be employed before 5 a.ni. or after 7 p.m. — the new limits 
laid down generally for the employment of women and children. 
Lastly, more extensive provisions relating to health and safety were 
introduced and factory inspection was made more effective. 

§34. Factories Act of 1922 . — The Great War had important 
effects on factory administration and ultimately on the Factory Act. 
There was a considerable extension of industrial activity in India 
and the number of factories and of per.sons employed rose by about 

’ For a detailed ,iH.scus.sion of the recommendations made Ijy Che Commi.ssion 
and the viKornus Minute of Dissent by Dr Nair, see A. (i. Clow, Inditin 
I'aclory Lcqulation, pp. 39-45. 
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twcinty-five per cent lietwccn 1914 and 1919. Factories had to bo 
exempted I'rom many provisions of the Factory Act and there was 
a i.all in the average number of inspections. But tlic most important, 
ei'i'ect was produced on the workers. The increased demand for 
labour strengthened their position, while the rising' prices and profits 
and the general unrest which followed the War led to increased 
consciousness of power and a strongs disinclination to accept dis- 
agreeable conditions. 'I'hus for the first time in India the desire 
of the operatives became a potent force in .securing improved con- 
ditions and more drastic legislation. Moreover, certain defects in 
the Act of 1911 whicli, for instance, exempted cotton ginning and 
pressing factories from all restrictions on female labour, had led to 
great abuses. The Inditm Cotton Committee strongly condemned ' 
thi.s exemption and al.so the exclusion from the Act of factories 
employing less than fifty persons. The Industrial Commi.ssion of 
1918 also referred to the growing volume of opinion in favour of a 
ten-hour day and recommended the examination of the question of 
reducing the existing maximum factory lioiirs. Lastly, the influence 
of the International Labour Organization was also beginning to 
make itself felt, The Washington Conference of igig discussed 
several question.s relating to labour, such as the eight-hour day, 
night work for women and young persons, th^ employment of 
children, maternity benefits and industrial disea.ses. Mainly as a 
result of the efforts of the Indian representatives at this Conference, 
several conventions contained special provisions which brought them 
within the sphere of practical politics in India. 

The acceptance liy India of her obligations necessitated further 
changes in factory legislation, which were effected by the Factories 
Act of 1922. By this Act, all power-using factories employing not 
less than twenty persons became subject to factory legislation. 
Option was given to the Local (lovernments to extend it to factories 
employing not less than ten persons whether power was used or 
not. The minimum age of employment for children was raised to 
twelve and the upper limit to fifteen. Children betrveen these ages 
were not to work for more than six hours a day in any factory. 
Children and women were not to be employed in any factory before 
5.30 a. in. and after 7 pan. The hours of work, for adults were 
limittid to sixty in a week and eleven in any day, a week consisting 
of not more than six days. Liberal rest intervals were also secured 
. to all classes of worker.s. iTlic Act provided for a rest period of 
an hour after every si. x hours, though this might be split up into 
two half-hours at the request of the employees, provided not more 
than five hours’ continuous work was done. The .system of in.spcc- 
tion was further improved by the appointment of more whole-time 
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inspectors with f^-ood technical quidirications, in the principal indus- 
trial centres. Lastly, provisions regarding safety and health were 
further e.vtended, the Local Governments being given pon er to fix 
standards of ventilation and artificial hinnidiJication. 

'flic Factories Act of 1922 was ainended in and i9.!(i. 

'fhe amendment of 1923 removed a minor defect relating to weekly 
holidays. 'I'he latter amendment was concerned with eeiiain ad- 
ministrative difficulties ivliich had arisen in regard to the provision 
for the rest intervals which could not be enforced in some indus- 
tries without inconvenience to workers or employers. 'The new 
Act of 1926 met the difficulty by a provision allowing the. reduction 
of the interval to Italf an hour for men working not more than 
'eight and a half hours a day, provided the men concerned wanled 
the reduction and the Local Governinenls granted their sanction. 
Other amendments recommended by the Conference of Chief In- 
spectors of Factories were also introduced. Local Governinenls 
were authorized to prohibit the cleaning of machinery in motion and 
to secure better reporting of accidents. Another anii'iidnient made 
it an olfence for a parent or guardian to allow a child to be worked 
in two or more factories on the same day — a temptation esiiecially 
increased at .such centres as Ahmedahad with every diminution of 
hours of work for ehildren and every sueeessive addition to the 
minimum age of employment, for the one redueecl the earnings of 
children and the. other increased the scarcity of child labour. The 
introduction of a ten-hour day for adult labour by the Act of i()22 
in pracliee reduced the lioiirs of woi’k for ehildn;n to live daily, 
and the old abuse assumed an aggravated form. 'I'he definition of 
factory was extended so as to include eiectricat generating stations 
and w'aterworks. In 1933 the Children (Fledging of Labour) .'\et 
was passed making it a punishable olTenee to jiledge the labour 
of a child to its detriment in consideration of an advance of money 
to parents or guardian.s. 

§35. Factorie.s Act of 193 'L — A new eonsolidating Act was 
passed in 1934 recommendations of the Labour Commissiuu 

and brought into force from i January 1933. 'riiis Act 

(i) JDraws a. distinction between seasonal and perennial factorie.s. 

(ii) Introduces a third group of adolescents (over fifteen and 
under seventeen years of age to be, deemed as children if not 
certified as fit for adult employment). 

(iii) 'rhe existing maximum limits of eleven hours per day and 
sixty hours per week continue to apply in the case of sea.sona) 
factories but arc reduced to ten and fifty-four respectively in the 
case of perennial factories subject to certain exceptions. For children 
the maximum; hours everywhere are five per day. 
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(iv) 'rile principle of, ‘spveadover’ is introduced for the first time, 
that is the period of the number of consecutive liours of work i.s 
liniiieti to thirteen in the case of adults and seven tind a half in 
the case of children. 

(v) The existin.sT provi.sions with ree'ard to control of artificial 
humidification arc; expanded. The Act also gives power to Local 
( roveniments to aiuliorize an inspector to call upon managers of 
factories to carry out .specific measures for increasing' the cooling 
powc.T of the air where necessary. 

(vi) Certain provisions are made with regard to welfare, such 
as adequate shelters for I'est in factories, rooms reserved for the 
use of children of, female workers, first aid appliances, etc, 

(vii) Power is given to Local Governments to make rules pre- 

scribing fitness and preventing the employment of children not 
certified as fit. • 

(viii) Inspectors arc authorized to require managers to remedy 
any inadequacy or defect in the construction of a factory likely to 
be dangerous to workers. 

(ix) Limits are imposed on the amount of overtime that can be 
tvorked and payment for overtime is regulated, 

1536. Labour legislation for mines. — -Labour regulation tvas much 
tardier in coming in the case of the mining" industries than in that 
of the textiles. In 1901, the first Indian Mines Act was passed 
and inspectors were appointed. In view of the recommendations 
of the Wa.shington Conference and the large numbers employed in 
llui rapidly developing mining industry, revised Icgi.slation was 
passed in 1933. It enlarged the definition of a mine, limited the 
hours of work to sixty per -week for workers above ground, and 
fifty-four for workers undergi'oiind. A week was not to consist 
of more than six days. No child was allowed to work below 
ground and a child was defined as a person under the age of thirteen 
years. No resiriclion was placed on the employment of women 
underground in spite of Mr N. M. Joshi's plea for prohibition of 
such work. In view of the fact that forty-five per cent of the 
labour employed below ground was composed of women, it is clear 
that sudden and ab.solute prohibition would have caused serious 
dislocation in one of the ba.sic industries of the country. On the 
other hand, the need for reform was equally clear. In exercise of 
the power given by the Act of igoi and renewed in 1923, the 
Government of India framed during 1939 regulations whose elfeet 
was to exclude women from underground ttijorkings forthwith, except 
in exempted mines, that Ls except in coal-mines in Bengal, Bihar 
and Orissa and the Central Provinces, and .salt-mines in the Punjab. 
In these exempted mines exclusion is to be gradual, ^so that after 



128 


INDIAN ECONOMICS 


I July 1939 women will be entirely excluded from underf,>Tound 

Tlie scheme was received lukewarmly by the reprcscutatives 
of tlie larf»er coal-mines and met with the stron"- disapproval of 
the .smaller owners, who did not be.sitatc to put forward the 
absurd contention that labour in coal-mines is healthful and easy. 
'J’hc real ari^ument in favour of female labour is of coui'se its 
relative (dieapness, docility and reijularily. 'I'lierc is also the furtlier 
consideration that the workin,:^ unit in many of the minims is the 
family and so the prohibition of female labour may involve a 
diminution of the male labour supply. At the same time, since the 
reform is introduced gradually no particular inconvcnieuco need bo 
caused to the coal-miners. Further, the increased effitaency of 
men which may be expected to follow from the elimination of 
women, the introduction of regular shifts and the greater use of 
labour-saving appliances will minimize and may possilily outweigh 
the immediate disadvantages. In June 1934 All-India Women’s 
Conference submittwl a menioramlum to the Inlernalional Labour 
Conference urging the need for reforms in labour cnndilions in India. 
The .special committee which was accordingly scl up to investigate 
conditions of women’s rvork in the mines sugg'csts in its repoi't 
that other work should be found for women on the surface <ir 
that they should be trained in cottage industries and that the 
male miner.s should be given a living wage. 

The Indian Mines Act of 1923 did not place any statutory 
rc.strictions on the daily hours of work. In March 192H, therefore, 
the Legislature passed an amending Act under which no mine is 
allowed to work for more than twelve hours out of twenty-four 
through the same set of workmen. It allows the adoption of a 
system of shifts of twelve hours from a batch of workmen if con- 
tinuous work for all the twenty-four hours is desired. Owners arc 
required to put up notices outside the ollices .slating- the hours of 
work and shifts of workmen. The following are some; of the 
changes introduced by the Amending Act of 1935. 

No person shall be allowed in a mine on more than six day.s 
in any one week. A person employed above ground in a mine 
shall not be allowetl to work for more than fifty-four hours in any 
week or for more than ten hours in any day. The periods of work 
of any such person shall be so arranged that along ivith his intervals 

Mil 1933 the total number of all mines whicli came under the Indian 
Mines Act: was 1,424. The number of persons employed was 20(1.307 (133, 1)42 
below firound and 32,336 above ground). In the .same ye.ar the' number of 
females employed underground was 12,799 as compared with 24,089 in 1929 
and 3tiSS9 in igse. 
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for rest, they shall not hi an;;/ day spread over more than twelve 
hours, and that he shall not work for more than six hours before 
he has had an interval for rest of at least one ^ hour. A person 
employed lielow f^Tound in a mine shall not be allowed to work 
for more than nine hours in any clay. Work of the same kind 
shall not be carried on below ground in any mine for a period 
spreading over more than nine hours in any day except by a system 
of relays so arrang-ed that the periods of work for each relay are 
not spread over more than nine hours. 

In addition to the Mines Acts, conditions of employment in 
mines are regulated also by the appointment of Mines Boards of 
Health which look after the health of the labour force. One such 
Board, for example, was established in 1919 for the coal-fields in 
Bihar and Orissa, the necessary funds being obtained from royalties 
from collieries. .A. Board is empowered to compel the owners of 
mines within the mining settlement area to provide liousing, water- 
supply, sanitary facilities and medical help. 

§37. Labour legislation for railways.— -.All railway workshops 
come under the administration of the Factories Act of 1922. The 
Indian i-aihvays employ nearly a c]uarter of a million workers in 
other occupations for rvhich until recently no provisions regarding 
control of hours of work, etc. were made in spite of the ratifica- 
tion by the Government of India of the AiVashington (1919) and 
Geneva (1921) Conventions in their application to railways in British 
India. The problem was beset with many difficulties which were 
overcome by the Indian Railway (Amendment) Act of 1930 
which gave elTcct to the Government’s statutory obligations under 
the International Labour Conventions- A railway servant must not 
be employed for more than sixty hours a week on the average 
in any month. .A railway servant whose employment is essentially 
intermittent cannot be employed for more than eighty-four hours in 
any weelc. Temporary exemptions of railway servants from the 
above provisions may lie made (i) in case of emergency involving 
serious interference with the- ordinary working of the railway and 
(11) in cases of exceptionar pressure of work, overtime being paid 
only in the latter class of cases. A weekly rest of a full twenty- 
four, liours is prescribed, subject to temporary exemptions as above. 
Compensatory periods of rest for the period forgone must be 
granted. The Governor-Gencral-in-Council may appoint persons to 
be Supervisors of Railway Labour to inspect railways in order to 
determine if the provisions of the Act are duly observed. 

S33. Workmen’s Compensation Act of 1923 . — The right of 
tlie worker to be insured at the expense of the industry for all 
accidents in the course of tJie worker’s regular employment and 
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as a result of the risks taken in that employment, has received 
legal recognition in most Western countries. The progress of the 
idea of compensation for accidents has been slow in India. As far 
back as 18S4, workers in Bombay made a demand for the introduc- 
tion of coinjiensation. Although a certain number of enlightened 
employers instituted a system of compensation for their work-people, 
the practice was by no means generally adopted. Prior to the Act 
of 1923, an employer could be sued under the Fatal Accidents Act 
of 11385 in case of death arising from an accident. But this Act 
was seldom invoked. Further, with regard to the. general question 
of employer’s liability the position in India was vague. 

Tlie principle of the Act of 1933 was that conipen.sation should 
ordinarily be given to workmen who had sustained injuries by ac- 
cidents arising out of and in the course of employmcnl,, compeusa- 
tion being also given in certain circumstances for diseases. 
Although the measure followed in general principles the legislation 
in force elsewhere, it also .struck a certain di.stinrlive note and was 
adapted to meet the peculiarities of industrial life in India. 'Fhe 
Act applied to all workers under the I^actories Act of 1932 and 
the Mines Act of 1923, transport w'orkers on riiilvvays, tramways, 
certain classes of workers on ships, dock labourers, certrdn classe.s 
in the building trade, telegraph and telephone linesmen, and under- 
ground sewage workers. The scale of compensation was based on 
the average wages of which the worker was in receipt before the 
accident. In the case of fatal injury, the dependants of adults, 
that is to say of persons above fifteen, w'crc entitled to much 
heavier compensation than the dependants of minors, compensation 
in the former case being the equivalent of thirty months' wages, 
suljject to a maximum of Rs, 2,50b, while in the case of a minor, 
only Rs. 200 had to be paid. In the case of complete disablement 
for life, the adult workman got forty-two months’ w'ages, and the 
minor workman for twice as long a period, namely eighty-four 
months, subject in each Case to a maximum of Rs. 3,500. In the 
case of temporary injuries, adults received half wages and minors 
two-thirds. No compensation was paid on account of the first ten 
days of disablement. The general administration of the Act and 
the settlement of, disputes thereunder were matters entrusted to 
special commissioners with wide powers. The procedure was very 
simple and opportunities, for appeals ^ restricted. For the success 
of a measure like this rapid inquiry made by medical men capable 
of foi-ming estimates: of the injuries received, along with the 
enlistment by the State of impartial judges to see that the worker 
got the benefit that was due to. him, were necessary. There are 
.several factors which render the operation of a measure of this 
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kind difficult in India. One is the migratory habits of the industrial 
labourer. Secondly, the ordinary workman is not in a position to 
enter into expensive litigation, nor is there any organization to 
assist him in seeing:* a protracted case through. Generally also, the 
workman is not aware of the financial relief to which he is entitled 
under the Act and there is a great lack of qualified men properly 
to put up the workman’s case for compensation. 

§39. Amendments of the Workmen’s Compensation Act. — (i) 
Amending' Acts of igzg and igsi. Since the Workmen’s Compen- 
sation Act came into force on i July 1924 a number of amendments 
have suggested themselves or have heen proposed by Commissioners 
for Workmen’s Compensation and Local Governments. Also, the 
Government of India have ratified the draft convention regarding 
workmen’s compensation for occupational diseases, which was 
adopted by the Seventh International Labour Conference at Geneva 
in 1925. Such of the proposed amendments as were non-contro- 
versial and needed to rectify admittedly defective sections were 
Incorporated into the Workmen’s Compensation (Amendment) Act 
in February 1929. It provided for the protection and investment 
of lump sums payable to a woman or a person under legal disability 
and amended Schedule II to the Act of 1923 by including in it 
clauses in respect of dock labourers and workmen engaged in 
operations for winning natural petroleum or natural gas, in occupa- 
tions involving blasting operations, some of which had already been 
brought within the scope of the Act by notifications. In 1931 the 
Act was further extended to cover workmen engaged in the con- 
struction, etc. of aerial ropeways. It was contemplated, however, 
to amend the Act, as a whole, in respect of certain important 
matters such as the widening of the scope of the Act; enhanced 
scales of compensation in accordance with the International Labour 
Convention, for example the proposal that scales of compensation 
should be so framed as to provide the equivalent of two-thirds of 
the amount which the workman would have earned had he not 
been killed or incapacitated ; the waiting period, the definition of 
dependants, the substitution of recurring payments for lump sum 
j:)tiYments in granting compensation, etc. The Act of 1923 was 
admittedly an experimental measure and has now been replaced by 
the amending Act of 1933 passed on the recommendations of the 
Labour Commission. 

(ii) The amending Act of 193.7. — The .scope of the Act has been 
extended so as to cover as completely as possible all workers in 
organized indu-stries; whether their occupations are hazardous or 
not, and a step has been taken in the direction of extending the 
benefits of the Act to W’orkers in less org-anized industi'ies when 



employment is subject to much risk. Not only workmen employed 
within the precincts of a factory but also men engno-ed in any kind 
of work incidental to or connected with work in a factory are 
entitled to tlie benefit of the Act. Other classes of vvorker.s included 
witliin the .scope of the Act are drivens of. privfilc motor cans; 
workei's employed in handling explosives; or in ilie cons! ruction of 
any building twenty feet or more in height; or in the. construction, 
working, repair or demolition of any aerial ropeway; or in any 
occupation oi'dinarily involving outdoor work in the Indian I’osts 
and Teiegrtiphs Department; or in the operation of any ferry boat 
capable of carrying more than ten persons ; or in any estate which 
is maintained for the purpose of growing cinchona, coffee, rubber 
or tea; or in a lighthouse as defined in clause {d) of Section 2 of 
the Indian Lighthouse Act, 1937; or in producing or exhibiting 
cinematograph pictures; or in the training, keeping or working of 
elepluints or wild animals; or employed ii.s divers. 

The scales of compensation for death and j-x'nnanent total dis- 
ablement, which are graded according to seven wngc-da,sse.s, have 
been considerably enhanced and the minimum rate introduced 
represents an increase of over too per cent on that given under 
the original Act, while the iriaxinium is increased by ho per cent. 
The basis of calculation of the amount of compensation in the 
case of death or permanent total (li.sabloment is llie .stune as before, 
namely 30 mouths’ wages for tin; former and 42 months’ wages for 
the latter for adults. The maximum amounts of compensation for 
death and permanent total disahlement have l)een increased from 
Rs. 2,500 and Rs. 3,500 to Rs. 4,000 and Rs. 5,000 respectively- 
In the cas(3 of minors there is no change in the amount of compensa- 
tion for death but the maximum compensation for permanent total 
disablement has been prescribed at a uniform rate of Rs. 1,200 
as against 84 months’ wages or Rs. 3,500, whichever was less, in 
the original -'\ct. The maximum limit to the amount of half-monthly 
payments in the case of temporary disabkrmcnt to both adults and 
minors has been raised from Rs. 15 to Rs. 30. 

New provi.sions have been inserted into the Act enabling the 
jntere.sts of dependants in ca.ses of fatal accidents to I>e better safe- 
guarded by ensuring that (i) in as many cases as possible, fatal 
accidents are brought to the notice of Commissioners; (ii) rvhere 
the employer admits liability, compensation is to be deposited 
promptly; and (iii) where the. employer disclaim.s liability and there 
are good grounds for believing compensation to be jjayable, (he 
dependants get the information necessary to enable them to judge 
if they should make a claim or not, 

§40. History of industrial disputes in India. — There were a few 
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strilces in this country in the eig-htics of tlie last century, but on the 
whole, before igiy, they were rare phenomena. It was only in 
the opening years of the present century that the value of the 
strike as a weapon I'cceived general recognition from workers. 
I’hus in 1905 there were several strikes in Bombay owing to the 
introfluction of electricity and excessively long' hours of work. It 
was, however, during the War that the strike came to be regarded 
as an ordinary weapon of industrial warfare. The economic up- 
heaval and the general feeling of unrest created by the War, the 
increase in the cost of living due to rise in prices and the spread 
of class consciousness have produced a large crop of strikes since 
1917. The position became specially acute in 1919-20, when a 
great strike occurred in Bombay involving 150,000 cotton mill work- 
men. Among the contributory causes of these strikes have been 
long hours of work; bad housing; lack of provision, till recently, 
for compensation for injuries received; the ill-treatment of the 
workers by foremen; the sympathy of one group of strikers for 
others, and so on. We shall notice in a later section how the 
trade union movement originated during this period. 

§41. Frequency of industrial disputes. — Taking the period 
1920-33 the number of industrial disputes every year has varied 
from 119 in 1932 to 376 in 1921. The largest number of disputes 
have been in cotton and woollen mills and for that reason in the 
Bombay Presidency. In Bombay city itself the influence of com- 
munistic ideas has latterly been a powerful factor making for the 
growth of labour uiirest. 

The strike situation was very serious in 1919-21 owing to the 
economic distress and high prices induced by the War. With the 
gradual restoration of normal conditions and a fall in the cost of 
living, the strike fever appeared for some time to be subsiding. 
The increased wages granted during the War remained as they 
were for some time after it, in spite of a fall in prices, thus securing 
some increase in the real wages of labour. The trade depression 
which followed, however, led to a movement on the part of 
employers of labour to stop paying War bonuses or to decrease 
wages, causing a fresh outburst of strikes at industrial centres like 
Bombay and Ahmedabad. Thus from April to June 1923 there was 
a large strike in the Ahmedabad mills involving 48,000 men owing 
to a reduction in wag'es. Early in January 1924, the decision of 
the Bombay millowners not to give the annual bonus owing to 
depressed trade conditions led to a general prolonged strike involv- 
ing 160,000 workers. Also, in September 1925, there was a big 
strike in the Bombay mills involving 125,000 men as a result of the 
decision of the millowners to reduce wages by twelve and a half 
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per cent, unless the cotton excise was removed or suspended. The 
cotton excise was, however, suspended in December 1925, which 
brought the strike virtually to an end. The years 1926 and 1927 
were comparatively quiet. The year 1928, however, saw a recrude- 
scence of industrial unrest, and the outbreak of several big strikes 
all over the country. The intensification of these strikes as well 
as the unusually prolonged duration of some of them was attributed 
to Russian communistic influences and the secret help tlerived from 
the same quarter. The Public Safety Bill, thrown out by the Assem- 
bly in September 1928 and disallowed later by the President, was 
justified by the Government as a necessary measure for nipping- in 
the bud these unwholesome influences. The big strike in Bombay 
cotton mills, which ended in October 1928, originated in an attempt 
on the part of the millowners to introduce rationalization and new 
methods of work involving reductions in the numbers employed. 
This occasioned great discontent amongst the workers, partly on 
account of the additional work which it involved and partly owing 
to the retrenchment of hands made possible by it.* By an 
agreement reached between Ihc millowners and llie Strike 
Committee, it was decided to refer the outstanding difl'erences to a 
Committee of Inquiry consisting- of three members appointed Iiy the 
Oovernment of Bombay (the Fawcett Committee). This committee 
reported in March 1929 but its labours did not appear to bring about 
peace in the textile industry. A similar prolonged strike occurred 
at Jamshedpur, landing the Tata Steel and Iron Company into 
heavy losses. Strikes on several railways, threatened or actual, and 
accompanied, in the case of the E.I.R. and S.I.R. strikes, by 
considerable violence, were a feature of the year 1928, There was 
a threat of a general strike on the G.I.P. Railway, the main 
reason being the introduction of a system of triennial medical 
examination of all workers employed in the work.shops after they 
have reached the age of forty-five. Strilccs of lesser magnitude, 
but sufficiently important notwithstanding, occurred later in the 
woollen mills at Cawnpore, among- the jute mill workers and 
municipal sweepers of Calcutta, and in the cotton mills of Sholapiir. 

* Sir Victor Sassoon, giving evidence before the Bombay Mill Strike Inquiry 
Committee in 1928-9, contended that the employer should pay a wage for a 
definite amount of effort and have the right to use that effort along any line.s he 
considered fit. Full freedom to discard old methods in favour of new and better 
methods is indeed the very first condition of progress. The human aspect of 
the matter, however, cannot altogether be neglected, and laboiu-ers have a right 
to insist, not indeed 'that old methods must never be discontinued, but that 
wery effort should be made to minimize the distress incidental to the substitution 
of new for old methods. ' 
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The most importaat industrial dispute during- 1929 occurred in 
the Bomba)^ textile mills in connexion with the dismissal of 6,000 
men of the Wadia group of mills. A court of inquiry under the 
chairmanship of Mr Justice Pearson of the Calcutta High Court 
was set up on 3 July 1929, under the Trades Disputes Act passed 
earlier in the year. Its report laid the whole blame on the Girni 
Kamgar Union for the protraction of the dispute due to its un- 
compromising attitude over the Fawcett Committee’s recommenda- 
tions. While justifying the dismissal of the 6,000 men of the 
Wadia group, the court favoured the suggestion of the millowners 
that they should be reabsorbed by such of the mills as could find 
room for them. They rightly argued that the prolongation of the 
strike was also due to the absence of contact between the mill- 
owners and workers and of any machinery, such as an arbitration 
board, to settle disputes as they arose. The court strongly 
recommended not only the enforcement of the Mediation Rules 
recorrvnrended by the Fawcett Committee, providing for a concilia- 
tion machinery representing both parties to secure the consideration 
and settlement of trade disputes in their early stages,^ but also 
the constitution of a joint tribunal of arbitration to which a dispute 
could be referred after a strike. It was also necessary to introduce 
a scheme of unemployment insurance to deal with the situation 
caused by the introduction of the ‘efficiency scheme’. The general 
strike, which ended in September 1929 after the publication of 
the Report of the Court of Inquiry, points to the paramount need 
for a wise and tactful handling of the situation by both parties 
in a spirit of ‘give and take’. The Court of Inquiry pointed out 
that the Board of Conciliation contemplated by the Trade Disputes 
Act 1929 could achieve little unless supported by the goodwill of 
the parties concerned (Report, par. 87). The depression in trade 
particularly in textiles was at its worst in the year 1933. There 
was great distress owing to the closure of the mills under the 
agency of Currimbhoy Ebrahim & Sons which threw thousands of 
workers out of employment. Other mills attempted wage-cuts as 
a necessary measure of economy. All this led to a certain number 
of strikes which, however, the labourers were unable to continue 
beyond a short period. In 1934 a Labour Committee was formed 
on an all-India basis to organize a universal strike in cotton mills 
all over the country. The Committee succeeding in bringing about 
a strike in all the textile mills at Sholapur for over three months 
and in more tlian half of the Bombay mills for over two months. 


^ See Report of the Fawcett Committee, Appendix XI. 
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The Bombay Government caused a Departmental Inquiry into the 
question of wag^e cuts in the Presidency. The report of this inquiry 
was published in June 1934. ■ 

§43. Prevention of industrial disputes. — Before dealing- -wilh ihe 
machinery for the .settlement of industrial dispuios iifh’r lliey have 
broken out, a few -words mig-ht be said rcgardii-ig" tlx^ methods of 
preventing- them. The first essential is the creation (jf sound org-.-i-- 
nizations both of employers and employees. The (■mploj'crs are t.'or 
the most part sulficiently well organized in India, but not so the 
worJeers. The formation of sound trade unions of the tvorkers is 
the first step in the evolution of any mean.s, preventive as well as 
curative, of strikes and lock-outs.. Efficient organizations on either 
side, competent to speak for their respective sides, will tend to 
prevent the occurrence of sporadic strikes and lock-outs and the 
formulation of gricvance.s after rather than before g'oing on .strilrc — 
features which arc peculiar characteristics of strikes In India at 
the present moment. A permanent Arbitration Boanl, with Mr 
M. K. Gandhi as one of its most prominent members, has been 
established for the settlement of disputes iu the textile industry in 
Ahmedabad. The Bombay Industrial Disputes Conimitiec of 1933 
recommended the formation of Works Committees or Shop Com- 
mittees on the lines of the Whitley Committees in England. On 
these committees the workers would be represenUid along with the 
employers and would be responsible for the fixing and observance 
of conditions under which work is to be carried on. Such com- 
mittees possess the advantage of discounting the absence of personal 
relationships betvi'cen the operatives arid the employers, and have 
further an educative value for the operatives themselves. It may 
be mentioned that such committee.^ hav6 already been established by 
some enlightened employers like Tafas, and by the Government in 
their capacity as employers. The Labour Commission also recom- 
mend the formation of Works Committees which, they think, are 
capable of playing a useful part in the Indian industrial sy.stem 
{L.C.R., 342-3). ‘ 

We may now proceed to discuss the arbitration and conciliation 
methods for settling industrial disputes. The numerous dispiiles 
during the post- War years clearly shp wed the necessity of suitable 
machinery for investigating arid settling them. The Government 
of Madras were the first to take steps in this direction by scUing up 
courts of inquiry to deal with individual disputes as they arose. 
A committee appointed by the Bengal Government in March 1921 
recommencled the institution of Conciliation Boards, tlie members 
of which were to be recruited from panels kept by the Local 
Government, panels thoroughly representative of all the interests 
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involved. ‘ The Boards were to be confined, to start with, to public 
utility services. The Industrial Disputes Committee appointed by 
the Bombay Government presented its Report in 1932. The Bengal 
and the Bombay Committees did valuable spade work and made a 
number of detailed recommendations regarding the machinery to be 
set up for preventing and settling disputes. These recommenda- 
tions have served as a foundation for the several Industrial Dis- 
putes Bills that have been proposed from time to time. The 
Government of India considered that the subject was one for all- 
India legislation. This, how^evef, was held to be premature until 
the Trade Union Bill had been passed. The Trade Union Bill 
became law in 1926 and came into force the next year. The Trade 
Disputes Act was not passed till 12 April 1929 and was brought 
into force with effect from 8 May 1929. It was to remain in force 
for a period of five years only in the first instance but by an 
amending Act it was made pei-manent in 1934. 

§43. Trade disputes legislation. — (i) The Trade Disputes Act of 
1929.— The Act closely follows the English legislation on the subject 
and does not provide for compulsory ai'bitration. As in England, 
public opinion is regarded as the decisive factor in settling disputes 
and the underlying idea is to help the clear framing and discussion 
of the issues by an impartial tribunal, so that a w'ell-informed public 
opinion may be formed. The Act provides for the setting up of 
Courts of Inquiry and Conciliation Boards. 

(a) Nature of inquiry . — The Provincial Government or the 
Governor-General-in-Council, where the employer is the head of a 
department under the Governor-General-in-Council or a railway 
company, is authorized to appoint, for prevention or settlement of 
a dispute, a Court of Inquiry or Board of Conciliation, as the case 
may be, -where both parties to the dispute apply, whether separately 
or conjointly, provided the persons applying represent the majority 
of each party. ^ (b) Co/istitution of the Court of Inquiry . — The 
Court of Inquiry is to consist of an independent chairman and such 
other independent persons as the appointing authority may think fit, 
or it may consist of one independent person, (c) Board of Concili- 
ation.— Thu Board of Conciliation will have a difierent oon.stitution 
and will consist of a chairman and two or four other members as 

» A panel of this kina was constituted by the Bengal Government year 
filter year till 1929 hut although several appiication-s for Government intervention 
were rereived in no case did the Government consider that intervention was 
justified. The panel was superseded in 1929 by the Trade Disputes Act. 

“ The Labour Commission recommend that the possibility of establisliing 
liermanerit courts in place of ad hoc tribunals under the Act should be examined 
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the appointing^ authority thinks fit, or it may consist of one incle- 
pendent person. The chairman is to be an independent person and 
die otlier members shall be either independent persons, or persons 
appointed in equal numbers to represent the parties to the dispute 
on the recommendations of the parties concerned, (d) Procedure . — 
The duty of such a Board is to endeavour to bring about a settle- 
ment after investigation of the merits of the dispute and to do all 
such things as it may think fit to induce the parties to come to a 
fair and amicable settlement and give them reasonable time for 
doing so. In case of failure to bring about a settlement, the Foard 
is to send a full report to the appointing authority setting forth the 
proceedings and the steps taken by the Board for the settlement of 
the dispute together with its findings and recommendations. I'he 
appointing authority is to publish the report, final or interim, as 
soon after its receipt as possible, (e) Strikes in public utility 
services . — The provisions in the second part of the Act regarding 
public utility services are among the most important in the whole 
Act. A public utility service means (i) any railway scjrvice so de- 
clared for the purposes of the Act by the Governor-General-in- 
Council; (2) any postal, telegraph or telephone service; (3) any 
business or undertaking which supplies light or water to the public; 
and (4) any .system of public conservancy or sanitation. Special 
penalties are laid down for employees, employed on monthly wages, 
in such services in the event of their gtiing on strike in breach of 
contract without having- given to tlieir employer, within one month 
before so striking, not less than fourteen days’ previous notice. 
Employers carrying on such public utility services are made liable 
to be punished (the fine being heavier) for locking-out their 
employees without a similar notice. Abettors of an offence, as 
defined above, are left to be dealt with under the ordinary Criminal 
Amendment Law. (/) Illegal strikes. — ^l.'here are also special pro- 
visions in re.spcct of illegal strike,s on the lines of the British Trade 
Disputes Act of 1937. A strike or lock-out is to be regarded as 
illegal which (i) has any object apart from the furtherance of a 
trade dispute within the trade or industry in which the parties to 
the disputes are engaged; and (2) is designed or calculated to inflict 
severe, general and prolonged hardship upon the community, and 
thereby to compel the Government to take or abstain from taking 
any particular course of action. Any sums collected or applied in 
direct support of such .strikes are illegal. Sympathetic strikes are 
declared illegal by defining a trade dispute within an industry as 
one which is between the employers and the employees of that 
industry with regard to the employment in that industry 
alone. The trade union privileges of members are protected from 
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being invaded on the ground of a refusal to join such illegal 
strikes. 

The Act presupposes organization on the part of the employers 
and the employees, and, as already suggested, is intended to pro- 
mote such organization to check sporadic strikes and arbitrary 
lock-outs and to help the formulation of grievances before and not 
after a strike is declared. An important omission in the Act is the 
absence of any provision to prevent intimidation. Picketing is not 
mentioned in the Act, because all picketing is not objectionable and 
it is punishable under the ordinary law when it becomes intimida- 
tion.^ Sympathetic strikes are by implication illegal under the Act. 
This has been criticized by labour leaders as giving the Government 
the power to declare any big strike illegal, but on the Other hand, a 
general strike like the triple strike in England may be a real menace 
to the community. Like many other provisions of law, tlierefore, 
this particular provision cannot be demurred to merely because it 
is liable to be abused. A more valid criticism would be to point 
out that, since the strikes that have occurred in India so far bear 
no parallel to the big general strike in Great Britain, there is no 
particular necessity, under the present circumstances, for such a 
provision. It has also been argued that the clauses regarding il- 
legal strikes interfere with the fundamental human rights of the 
workmen and further that they will tend to choke the trade union 
movement in India, which is still in its infancy, and will create 
distrust in the mind of the workers. It is also contended by some 
critics that the particular clause (i6) regarding illegal strikes, even 
as amended by the Select Committee to which the Bill was referred, 
is far too wide and will not serve the purpose for which it is 
intended. Some members of the Select Committee held the view 
that the portions of the Act dealing with strikes in public utility 
services and illegal strikes were unnecessary. Sudden strikes in 
social security services, such as the supply of water, light and 
sanitation, are already illegal and punishable under the Penal Code. 
Strikes in ordinary public utility services (as distinguished from 
security services) such as postal, telegraph or telephone service, 
or even railway service, however, need not be dealt with severely. 

(li) The I.aboLir Commission recommended that every Provincial 
Government should have an officer or officers to undertake concilia- 
tion. The Commissioner of Labour in Madras, the Director of 

’ The Bombay Government have, however, succeeded in placing on the 
Statute. Book an Act for the prevention of intimidation providing that the offence 
of criminal intimidation shall, in times of emergency, be made cognizable 
(involving arre.st without warrant) by notification which can be cancelled when 

the emergency has passed, , , . ' i. ' 



rndustries in the Punjab, the Director o£ Statistics, and the Labour 
Comniissioner in Burma, and Deputy Commissioners and the 
Director of Industries in the Central Provinces, have accordingly 
been s^ir'en powers as conciliation officers. 

Bombay has passed the Trade Disputes Conciliation Act (1934) 
providino- for the apppointnient of tlic Coinmissioner of I^aljoiir as 
ex-oificio chief conciliator and also for the aiipointment of a Labour 
Officer, .special conciliators and assistant conciliators. On recei]:t 
of a report or an application from the Labour Officer or any of 
the parties to a dispute in the textile industry in Bombay, or 
acting upon their own knowledge and information, the conciliation 
officers are empowered to summon the parties before them with a 
view to conciliation. A Labour Officer was appointed in September 
1934 to guard the interests of the workers. The Millowncrs’ 
Association has also appointed a Labour Officer of its own to 
represent mill managements in proceedings -with the Government 
Labour Officer and the chief conciliator. It has been claimed for 
this Act that it has succeeded in practically eliminating industrial 
strife in textile mills in Bombay city. 

§44. Trade union movement in India. — ^Already in 1918 trade 
unions were organized in Madras under the leadership of Mr B. P. 
Wadia. From Madras the trade union movement spread to 
Bombay. The industrial unrest, which may be said to have com- 
menced in 1917, resulted in the creation of a number of labour 
organizations. These were, however, temporary in character and 
dissolved into thin air as .soon as their immediate object, whether 
it wa.s increase of wages or any other thing, was furfilletl. They 
were Tittle more than strike committees consisting’ of a few officers 
and perhaps a few paying members’. ‘ This situation, has, how- 
ever, been gradually improving and the remarkable growth in the 
number of trade unions, especially in 192.1, .shows that the movement 
has come to stay. It experienced a slight seL-hack in the year 
1923 owing to an improvement in the. economic condition of the 
workers and the consequent diminution in the number of strikes. 
In the initial stages of the movement the presence of actual economic 
distress was practically the only bond among the workers, whieh 
tended to weaken when conditions were more favourable. Latterly 
the movement has shown di.stinct signs of recovery and may be 
further expected to gain in strength owing to the protective influence 
of the Trade Union Act of 1926. Moreover, the trade union 
movement in India has almost from its inception had the advantage 
of an all-India organization like the All-India Trade Union Gongress 
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which has been holding annual sessions since 1920.^ The creation 
of the International Labour Oflice hastened the establishment of 
a central trade union organization in India. The presence of its 
representatives at the annual Labour Conferences at Geneva has 
brought the Indian movement into direct touch with the movement 
in the We.stern workh 

I'he AlHndia Trade Union Congress claimed in December 1929 
that it represented organized workers numbering 189,436.^ Not 
all these unions, however, are equal in strength and vitality. 
About half of them are organizations either of Government servant.s 
or of persons connected with Government employment. Trade 
unionism has met with comparatively greater success among 
railway and Postal employees, but on the whole it is w'eak in the 
great organized textile and mining industries. 

§45. Difficulties of the movement in India. — The special 
difficulties of the movement referred to above are, in the first place, 
the lloating cliaracter of the labour population (see §3). In the 
second place, the labour force in industrial centres like Bombay 
and Calcutta is a heterogeneous mass of men speaking a variety 
of languages and, therefore, not feeling intimately drawn to each 

'■ It is, however, a matter for regret that, following serious differences 
that arose in the Trade Union Congress held at Nagpur in December 1,929 
over the question of the affiliation of the Congress with the Pan-Pacific Trade 
Union Congress Secretariat (a predominantly Russian communist organization 
in the Far East and Australia), the severance of the connexion with the Inter- 
national Labour Organization at .Geneva, and the attitude to be adopted by the 
Labour movement in regard to the Labour Commis-sion, twenty-four unions 
led by Diwan Chamanlal and Mr Joshi seceded from the Congress. Almo.st 
immediately after they started a new ‘All-India Trades Union Federation’ 
in opposition to the Congress and the Moscow intervention. The subsequent 
history of the trade union movement has been rather tangled and troubled, 
its key-note being disintegration and disunion. , Several rival organizations have 
come into being. One of these is the National Federation of Labour. Its ideal 
is the cstabH-slirnent of a Sociali.st State in India and the nationalization of the 
means of production, distribution and exchange. Its professed metliods, however, 
are peaceful and constitutional. There are a number of other all-India associa- 
tions like the All-India Postal and R.M.S. Association, the National Federation 
pf Textile L-abour in India, , etc. 

“ Me.ssrs Purcell and Hallsworth, British Trade Union Delegates to India, 
estimated the total strength in December 1927 of .trade unions in India at a 
minimum of 300,000, .illowing for organizations not affiliated to the All-India 
Trade Union Congress. They further calculated that there were in all 
25,266,109 persons in the organizable groups of .workers (including 21,676,107 
agricultural field and farm labourers, but excluding domestic servants and 
Postal and Government office employees) in the. various, industries in India. 
Sea Report on Labour Conditions in India (British Trade Union Congre.5s 
Delegation 1928), ,p. 15. ; . I .,., ' . 
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Other. Where, however, the proportion of eniisiant lahour is 
small, as in Ahmedabad, the trade unions are much stronger 
than elsewhere. Thirdly, many labourers dislike the idea of re,giil;ir 
contributions and union discipline, and this accounts for the small 
percentage of men enrolled in any establishment. Even a small 
contribution is again felt as a burden owing- to the great poverty 
of the average worker. Fourthly, the majority of the workers 
are illiterate and are, therefore, unable to find leaders from their 
own ranks. This accounts for a special feature of the trade union 
movement in India, namely that it has been largely led by meti 
from the middle classes, professional lawyers and others who have 
not in all cases distinguished between political and economic con- 
siderations.. Moreover, their interests are divided amongst many 
unions and their knowledge of technicalities is very slight. Anotlier 
handicap is the absence of a true democratic ideal which is so 
es.sential for effective trade unionism. All this stands in marked 
contrast with the position which trade unions hold in England where 
they are officered exclusively by the workers themselves. While it 
is, however, easy to decry the interference of politicians tind lawyers 
in the labour movement in India, we must i-ecognize the value of 
the pioneer work of the educated middle-class leaders in this 
connexion.* Lastly as Dr Ahmad Mukhtar points out in hi.s recent 
book Tmde Unionism and Labour Disputes in liidiii, successful 
trade unionism depends on at least a temporary acceptance of the 
existing social order with a view to gaining as much for labour 
as possible. If working-class leaders are frankly out to destroy 
the present capitalistic order of society Iheir iniluonce must weaken 
the trade union movement. According to many competent observers 
this points to one of the principal reasons of Ihe weakness of the 
movement in Bombay as contrasted with the striking success it 
has achieved in a centre like Ahmedabad. 

§46. Trade Union Act of IDZfi. — A decision of the Madras High 
Court at the end of igao, giving an injunction restraining trade 
union officials or oiganizers from influencing Inbourers to break 
their contracts with their employers by striking- to obtain inci'eased 
wages, revealed the necessity of legislation for the registration and 
protection of Indian trade unions. Mr Joshi, the Labour Member, 

* ‘As in the early days of British trade unionism, when it had to rely 
iiu-gely upon men like Robert Owen, Francis Place, and later, Kingsley, Ludlow 
and Fredei-jp Harrison, so loo the Indian movement in its corresponding stage 
is almost wholly .dependeht .upon the Ifw-yer or "plc.-tder’’ class for it.s union 
presidents and secretaries. Wf of orf on labour Conditions in India (Britisli 
Trade Union Congress Delegation .1928),- For some interesting commonts on 
this subject see L.G.R,, 324-5,. . 328-9.. 
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first brought the question before the Assembly in March 1921 
and his persistent efforts in this connexion finally bore fruit 
when the Trade Union Act was passed in 1926. The Act, which 
actually came into foi'ce on 15 June 1937, defines the legal position 
of Indian trade unions in definite and precise terms. Under the 
Act, the registration of trade unions is optional, but it confers certain 
valuable privileges on the registered bodies denied to those that 
choose to remain unregistered. The registered trade union is 
required to define its name and the objects for which it is established. 
It must keep a list of its members and provide for a regular annual 
audit of its funds which must be spent on certain specified objects 
calculated to promote the obvious interests of the members. Not 
less than one-half of the office-bearers of a registered trade union 
must be persons employed in the industry concerned. As against 
these restrictions, the Act grants immunity from criminal liability 
to all trade union officials acting in furtherance of ail legitimate 
objects of the union. Nor are they liable to be indicted for con- 
spiracy. The Act provides that (i) no suit shall be maintainable in 
any civil court against any officer or member of a registered union 
in respect of any act done by him in contemplation or furtherance 
of a trade dispute on the ground only that such act induces some 
other persons to break a contract of employment or is an interference 
with the trade, business, or employment of some other person or 
his right to dispose of his capital or labour as he, yyills; and that 
(ii) no suit shall be maintainable in any civil court against a registered 
trade union in respect of any act done in contemplation or furtherance 
of a trade dispute by any person acting on behalf of a trade union, 
provided it is proved that such person acted without the knowledge 
of or contrary to express instructions given by the executive of 
the trade union. A registered trade union may create a fund for 
the promotion of the civil and political interests of its members, 
the contributions however being- on a strictly voluntary basis. 

Industrial Welfare^ 

§47. Nature of welfare work. — ^Welfare work has been variously 
defined. One definition confines it to the voluntary efforts on the 
part of employers to provide the best conditions of employment in 
their own factories. A definition more generally accepted includes 
within the scope of welfare work ‘all efforts which have for their 

* Ths Trade Union Act was amended in 1928 so as to remove all doubts 
regarding the powers of appeal under the Act against the Registrar’s decision 
in respect of the registration and cancellation of a trade union. 

’ On this subject read jL.C.I?., ch. xiv. 
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object the improvement of the health, safety and g'cneral well-being 
and the industrial efficiency of the worker’.^ 

These efforts may be made by employers of labour, or the State, 
or the employees themselves, or by social ag'cneies. h'roni one 
point of view, these activities may be regarded as Iiuinauistic, 
aiming at the welfare of the industrial population. From tlie 
narrower and purely utilitarian point of view, so-called ‘wellarc 
work’ may be regairded as ‘efficiency work’ having a direct favour- 
able reaction on the physical contentment and efficiency of the 
operatives and thus helping to counteract the migratory tendencies 
of Indian labour. Welfare work may also be considered as a means 
of developing a sense of responsibility and dignity amongst an 
illiterate class of workers making them good citizens. 

§48. Divisions of welfare work. — ^Welfare work falls into two 
broad classes: (i) activities in.side the factory, or intra-mural wel- 
fare work, and (ii) activities outside the factory or extra-mural 
work. As regards intra-mural work for improving conditions of 
work inside the factory, an account of what has already been done 
by the State and, to a smaller extent, by employers, has been 
given earlier in the chapter. 

In the past, welfare work, especially in rc,gard to the proper 
utilization of leisure time, has received little attention at the hands 
of employers of labour, and such efforts a.s have been made have 
mostly taken the form of providing medical aid, minor educational 
facilities and housing. It is, however, receiving increasing' attention 
at the present time, owing to the serious growth of industrial 
unrest. The Social Service League of Bombay was able, in 1918, 
to induce two enlightened mill agents to entrust to it the organi- 
zation and management of two workmen’s institutes for the benefit 
of operatives working in mills under the agencies of Curi'imbhoy 
Ebrahim & Sons and Tata & Sons. Iiripee an All-India Industrial 
Welfare Conference was held in Bombay. It discussed several 
interesting problems connected with welfare work and was able 
to effect some co-ordination of work carried on by various agtsneies 
at the difl’ercnt centres. The All-India Trade Union Congress has 
also been directing its attention to welfare work for some time 
past. In May 1926 the Government of India asked all the Pro- 
vincial Governments to collect full information with regal'd to the 
steps taken and efforts made to ameliorate the conditions under 
which the workers live: when not actually employed, 'I'his iu(|uiry 
was undertaken in response to a recommendation adopted by the 
Sixth Session of the Inlernalional Labour Conference rcriuesling 

’ Pre.sidential Address, All-India Industrial' Welfare Confcroiu'c, 1922, 
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the various Governments concerned to supply the International 
Labour Ollice with up-to-date information regarding; the use of 
the worker’s spare time. 

Besides the interest shown by some of the more enlightened 
employers in Bombay, several employers of labour at the other 
industrial centres liave also instituted welfare schemes for the benefit 
of tlicir operatives in Madras, Nagpur, Jamshedpur, and Cawnpore. 
'I’he welfare work carried on by the Buckingham and Carnatic 
Mills in Madras for several years past is well known. At Nagpur 
the Empress Mills have entrusted the task of looking after the 
welfare of their employees to the Y. M. C. A. The Board of 
Directors of the Tata Steel and Iron Company at Jamshedpur 
recently put forward the claim that ‘the attitude of the company 
from its earliest days towards labour and its provision of housing, 
education, welfare, water-supply, drainage, hospital, and other 
public services on a scale unexcelled in India, have met with the 
approval of public men of all shades of thought’. At Cawnpore, 
the British India Corporation have provided for a Welfare Super- 
intendent to manage the two settlements that have been built to 
house their workers. So also some of the municipalities, like the 
Bombay Corporation, Port Trusts and public utility services, es- 
pecially railways, have taken certain steps to promote the welfare 
of their employees. Lastly, several social service agencies, such as 
the Bombay Social Service League started by the Servants of India 
Society, and similar leagues in Madras and Bengal, the Seva Sadan. 
Society, the Bombay Presidency Women’s Council, the Maternity 
and Infant Welfare Association, the Y, M. C. A., the Depressed 
Classes Mission Society, the missionary societies, are all playing 
a useful part in the organization of welfare work both by helping 
employers of labour and by independent efforts. 

§49. Items of welfare work. — (i) Education . — The unsatisfactory 
position regarding the education of industrial workers has already 
been noticed.^ Some enlightened employers of labour like the 
Tatas have arranged for the education of the children and adult 
operatives in day and night schools. The Social Service League of 
Bombay and the Y. M. C. A. have also done much to promote 
the education of the industrial workers in schools as well as by 
provision of reading rooms and libraries, (ii) Medical aid . — The 
provision of facilities for medical attendance appears to be fairly 
general in the large and important factories in India, though it is 
rare to find the needs of female workers met by the appointment 
of special lady doctors, (iii) Maternity benefits . — In the interests 
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of women woi'kcrs and their children Western countries liave in- 
troduced maternity benefits and prohibition of employment of woincii 
for some period before and after child-birth. I'ho fact that women 
workers in India are also domestic drudges maktis similar arrange- 
ment here all the more important. The Washington International 
Labour Conference of igrg adopted a draft coueenfion corn'cniing- 
the cniploynicnt of women before and after child-biiih. While; Imlia 
was not ex-pected to ratify the convention immediately, the Covern- 
ment of India were invited to make a study of tiu; tiuestion. 
including the grant of maternity benefits, and to report to the next 
Conference. The inquiries in connexion with the report sulmutted 
showed that such schemes had been instifulcd only by very few 
employers of labour. The reporting Provincial Governments, how- 
ever, expressed their Avillingness to encourage the institution of 
further voluntary schemes. Additional inquiries made by the 
Government of India in June 1924, in conformily with ibe suggestion 
of the Assembly, showed that, in the' three big organized industries 
of Bengal, namely jute, tea and coal, there were sevend definite 
.schemes of maternity benefits. In the lea gtirdens in Assam, and 
the Assam Railways and Trading Company, in the mines of Bihar 
and Orissa, in the factories of Bombay, Madras and the Central 
Provinces, there are a large number of these schemes in operation, 
under which several concessions are allowed, such as granl of 
leave for varying periods during pregnancy, supply of. free milk 
and feeding bottles, etc. Over and above all this, Bombay has 
a growing number of maternity homes. In her final report. Dr 
Barnes, the lady doctor appointed, by the Bombay Government in 
connexion with maternity ■ benefits to women workers, gives 
interesting details regarding the maternity allowances granted by 
die 'fata group of mills. Two months’ wagms are given as allow- 
ance (one month before and one month after confinement) to a 
woman worker with a service of at least eleven months to her 
credit, on production of n certificate from a lady doctor regarding 
the completion of eight months of pregnancy and on her giving 
an undertaking not to work for a wage anywhere else. 

In 1924 Mr Joshi introduced, in the .September session of the 
Assembly, a Bill to regulate the employment, some time before 
and after confinement, of cvonien in fectories and mines, and on 
estates to which the Assam Labour and limigTation Act of 1901 
applied, and to make provision for the payment of mtitm-nily bene- 
fits. It provided for the grant of leave six weeks before and aftcr 
confmement and of maternity allowances by Loral Governments 
from a maternity benefit fund subscribed to by employers of Labour. 
'Hie Bill was rejected by the Assembly on the ground that it was 
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too much in advnnce of public opinion in India. Similar legislation 
has, however, recently been passed for Bombay in the form of the 
Bombay Maternity Act (1929). It applies in the first instance to 
certain selected cities in the Presidency but can be extended to otlier 
places by the Government. The Act, as amended in 1934, prohibits 
the employment of a woman during four weeks immediately 
following the day of delivery, and makes it illegal for her to work 
in any factory during this period. Maternity benefit at the rate of 
eight annas a day for the actual period of absence not exceeding 
four weeks before confinement and four weeks immediately after 
confinement, can be claimed by a woman from her employer 
provided she has been employed in . his factory for not less than 
nine months immediately preceding the date on which she notifies 
her intention to absent herself from work owing to approaching 
confinement within one month next following. If, however, she 
works in any factory during the period of leave granted her, she 
forfeits her claim to the maternity benefit. A Maternity Benefit 
Act of limited application was also passed in the Central Provinces 
in 1930. The Madras Maternity Benefit Act (1935) closely follows 
the provisions of the Bombay Act. Legislation of this type, how- 
ever, requires to be passed on an all-India basis so that employers 
in all the provinces are equally made subject to the obligations 
imposed by it. (iv) Recreation.— -The. value of recreation hardly 
needs to be specially stressed. Anything should be welcome that 
adds a little colour to the life of the worker which for the most 
part is set in grey. It is also most important to induce the worker 
to utilize his spare time so that he is kept away from the liquor 
shop and the bucket-shop and generally to increase the attractions 
of industrial work in the towns and make him less reluctant to 
settle down permanently at the industrial centres. In this con- 
nexion, the activities of the Social Service League, Bombay, which 
has organized a Working' Men’s Institute at Parel, and of some 
enlightened emifioycrs like the Tatas and the Buckingham and 
Cfirnatic Mills, Madras, deserve special mention. As a result of 
tiiescv activities provision is made for outdoor sports and indoor 
games, entertainments, such as cinema shows, magic lantern 
lectures, musical concerts, dramatic performances, wrestling 
matches, etc. (v) This question has already been fully 

discussed earlier in the chapter, (vi) Co-o-fjerative societies . — The 
work done by co-operative societies for industrial workers has al- 
ready been alluded to in the chapter on the co-operative movement. ^ 
(vii) Grain and cloth shops. —Some mills maintain shops where 
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cVieap j|;rain and cloth is sold to the workmen, thus preventing 
them from being' swindled by the bania, though the more elastic 
credit given by tlie bania ofl'ers a great temptation to the workers 
to make their purcliases from him, a tendency fostered by the 
degeneration of some of the mill shops , into ‘truck’ shops. The 
only salisl'fictory solution lies in the org-anization of co-operative 
.stores, (viii) Timshops and canteens . — There is a vei-y meagre 
provision of tcashops and canteens though there is an imperative 
need for proper facilities for obtaining* good and wholesome tea 
and cooked food. There are only a few canteens of the type which 
have made considerable progress in England under the stress of 
War production. Caste, difficulties and the conservatism of women 
have anted as great obstacles. It is important, however, to make 
every effort to overcome these difficulties in order to improve the 
health and the sobriety of the workman. 

The mo.st recent amendment of the Factories Act noticed above 
(§35) contains several provisions in connexion with welfare, for 
example maintenance of adequate shelters of rest, reservation of 
rooms for the use of children of women employed in factories employ- 
ing more than fifty women, provision of first aid appliances 
etc. Not only doe.s welfare woi-Jc require to be greatly extended 
in India but it should also be controlled more and more by the 
workers them.selvcs. At present it is largely controlled by employers, 
and this impinges upon trade union organization and its activities. 
The selection of leading workers to associate with the management 
of welfare committees is scarcely a satisfactory arrangeinent as it 
tends to detach them from the general body of worker.s. '■ 


' See Report on Labour Conditions in India (British Tmde Union Congres.s 
Delegation 1928), p, 13. 



CHAPTER IV 

THE NATIONAL DIVIDEND 


§1. Estimates of national dividend in India: Dadabhai Naoroji’s 
estimate. — There are very few questions in Indian economics on 
which there is absolute unaniihity of opinion. One of its conclu- 
sions, however, which commands universal assent, is the extreme 
poverty of the Indian people. Various estimates have been made 
from time to time of the national income of India, and although 
they have varied widely, even tlie most optimistic of them have 
but served to emphasize the fact that the inhabitants of tliis country 
are beset with a poverty for which there is no parallel in modern 
times in the countries of Western Europe. 

We shall now proceed to notice briefly tlie results of the principal 
estimates of the national income of India made by different writers 
so far. The first serious attempt in the direction was that of 
Mr Dadabhai Naoroji in his well-known book, Poverty and Un- 
British Ride in India. This estimate is based on official figures 
relating to the years 1867-70. Mr Naoroji explains the principles 
followed by him in these words: — ‘The principle of my calculations 
is briefly this: I have taken the largest one or two kinds of produce 
Of a province to represent all its produce. I have taken the whole 
cultivated area of each district, the produce per acre, and the 
price of the produce; and simple multiplication and addition will 
give you both the quantity and value of the total produce. From 
it, also, you can get the correct average of produce per acre, 
and of prices for the whole produce, as in this way you have all 
the necessary elements taken into account.’ Working on this 
basis he arrives at the figure of ^^277,000,000 as the value of the 
gross agricultural produce. From this he deducts six per cent 
for seed. The balance left amounts to _;^26o,ooo,ooo representing 
‘the produce of cultivation during a good season, for human use 
and consumption for a year’. Next, _^i7, 000,000 is taken as the 
value of salt, opium, coal, and profits of commerce. The value of 
manufactures is put down at ^1^,000,000. An equal amount is 
allowed for the annual produce of stock, fish, milk, meat, etc. and 
_^30,ooo,ooo is further added for any contingency. All these items 
add up to ;^34o,ooo,ooo and taking the population at 170,000,000, 
the per coprto income for British India comes to 40s. or Rs. 20 
per head. Mr Naoroji then proceeds to show om the basis of 
jail dietaries and rations for emigrant coolies, etc. that this is 
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leas than the Rs. 34 or so which is required for bare subsistence, 
and he comes to this conclusion; — ‘Even for siicli food and clotbinj:;- 
as a criminal obtains, there is hardly enoug-h of production even in 
a good season, leaving alone all little luxuries, all social and 
religious wants, all expenses of occasions of joy and sorrow, and 
any provision for a bad season.’ ‘It must moreover be borne in 
mind’, he goes on to remark, ‘that every poor labourer docs not’ get 
the full share of the average production. The high and middle 
classes get a much larger share, the poor classes much less, while 
the lowest cost of living is generally above the average share. Such 
appears to be the condition of the masses of India. They do not 
get enough to provide the bare necessaries of lifc.’^ Against this 
conclusion the objection was raised that since people somehow 
managed to exist in India, they must be getting at least the bare 
neecssaries of life. Mr Naoroji retorted by pointing out that 
‘as the lialance of, income every year available for the use of the 
people of India did not suHice for the wants of the year, the capital 
wealth of the country was being tirawn upon, and the country went 
on becoming poorer and poorer and more tind more wetikencd in 
its capacities of production’. The reason which Mr Ntioroji 
advanced for tiot including services in his computjition was that 
they are ultimately paid for from the material produce, and .since 
the latter is counted, including the services in addition would lead 
to double counting. From this he proceeds to the wider generaliza- 
tion that the annual material production of the country is the sole 
fountain head and that there are no other sources outside this 
production from which any individual can derive his share, of the 
national income. This argument has been repeated in essence by 
K. T. Shah and K. J. Khambatta in their work, The Wealth and 
Taxable Capacity of India. Contrary to usual practice, their 
estimate which wc notice below takes account only of material, 
and intangible goods are left out of account. They have urged 
certain arguments in support of the plan pursued by them which 
are fallacious. One of the difficulties in comparing the results of 
the clifTerent estimates of national income in India is due. to the 
absence of uniformity of method. It is advisable that there should 
be fundamental agreement as to what items are to be included and 
what items had better be left out. One of the matters on which 
one has a right to expect unanimity of opinion and uniformity of 
practice is as regards the necessity of including the value of services 
in every scientific estimate of national income. 

§ 2 . National income between 1875 and 1911,-~'t'hc next inquiry 


‘ Qp. cit., p. 31. 
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to bt! noticotl aftor that of Mr Naoroji was undertaken in 1882 
by Earl Cromer (then Major Evelyn Baring) and Sir (then Mr) 
IJavid Barbour, and their results were as follows: — ^ 

Agricultural income ... Rs. 350,00,00,000 

Non-agricultural income ... Rs. 175,00,00,000 


Total income ... ... Rs. 525,00,00,000 

Divided amongst 194,539,000 people, which was the figure for 
the population at lliat time, the average amount per head came to 
Rs. 27. 

The figure for the agricultural income was arrived at thus 


Presidency cir province 

Value of gross produce 

. 

Punjab 

Rs. 

34,15,00,000 

N.-W. Provinces & Oudh 

Rs. 

71,75,00,000 

Bengal 

Rs. 

103,50,00,000 

Centnil Provinces 

Rs. 


Bombay 

Rs. 

39,00,00,000 

Madras 

Rs. 

50,00,00,000 

Total 

Rs. 

319.65.00,000 

Add for India, Burma 



and Assam 

R.S. 

30,35,00,000 

Total 

Rs. 

350,00,00,000 


We may next notice Digby’s estimate which proceeded on the 
assumption that the Government land revenue bears a definite 
relation to the outturn, and the percentage between the total outturn 
and the land revenue was taken at a varying figure as arrived at 
by Romesh Chundra Dutt and used by him in his Open Letters 
to Lord Curnon. The percentages were as follows; — 


In Bengal 

5 to 6 per cent 

,, the N.-W. Provinces 

8 „ „ 

,, the Punjab 

10 „ ,, 

,, Madras 

12 to 31 ,, ,, say 20 

,, Bombay 

20 to 33 „ ,, say 25 


Shah and Khanibatta object to this method on the ground that 
it is not only untrustworthy but also involve.s Jjcfitio principii 
as ‘it tries to find out the gross product from the multiplier which 
itself can only be obtained from the gross product; the result will 
depend upon what multiplier you select’.? We are unable to follow 
this argument. The multiplier no doubt is found as the result of 

' .See W. Digby, Prosperous India, j). 366. 

= Op. cit., pp. 66-7. 




INDIAN ECONOMICH 


Investigations into a certain number of sample cases, but: oliviously 
not all the cases are taken into account, and, therefore, we cannot 
see how an argument in a circle is involved in this procedure. 

Dig'by ’s calculation yielded the following results ; — 

Agricultural income for 189S-9 R.s. 285,00,00,000 '189, 000,000 

Non-agricultural income 

(half above) ,, Rs. 143,00,00,000 95,000,000 


Total .... Rs. 428,00,00,000 ;,|f284,ooo,ooo 

Divided among 24,50,00,000 people, which, according- to the 
calculations of the Government of India, was the probable figure 
for the population, the average income would on this basis be 
Rs. 17-8-5. The census of igoi, however, returned only 23,10,00,000 
as the total population. On this basis the par capita im'ome would 
be Rs. 18-8-11, in a good year '. For the famine year i8<yj-xqao, 
Digby calculated it would be as low as Rs. 12-6-0. 

Lord Curzon, in reply to this and other similar statements, 
worked out his own estimate on the basis of the figures collected for 
the Famine Commission of 1898, giving the latest cslimatc of 
the value of agricultural income in India, which was placed at 
Rs. 450,00,00,000. The calculations of 1880 had .shown the average 
agricultural income to be Rs. 18 per head and, taking the figures 
of the latest census for the same area as was covered by the earlier 
computation, it was found that the agricultural income had increased 
to Rs. 20 per head. Assuming that the non-agricultural income 
had also increased in the same ratio, the average income would 
come to R.s. ^ 30 per head in rgoo as against: Rs, 27 in iHSp. Lord 
Curzon admitted that the data were not incontrovertible, but he 
pleaded that the figures of 1880 were also to a certain extent con- 
jectural, and that, if one set of figures was to be used in argument, 
so equally might the^other. .J-Ie also admitted that the advance 
in economic position j;evea|ec} by the calciilation.s was not in itself 
‘very brilliant or gra^yjl&A But at the same time they showed 
that the movement was-'in a ' forward and not in a retro^>'rade 
direction. . 

Digby now again returned to the charge and re-examined the 
question in order to show that Lord Curzon’s estimate erred too 
much on the side of optimism. As regards agricultural income he 
adopted the same old plan of deducing it from the land revenue. 
But in the case of the non-agricultural income, instead of assuming 
it to be half of the agricultural income, he examined a large 
number of items and came to the conclusion that the total income 
of the country was ;^*2Sg,ooo,ooo which, divided among a 



THE NATIONAL OIVIDEND 


153 

populatioii oJ. 226,000,000 people, gave: Rs. 17-4 as the average 
income per head. 

Sir J. D. Rees quotes F* J. Atkinson in his book, The Real 
India, to the effect that, between 1875 and 1895, there was an in- 
crease in the income per head from Rs. 25 to Rs. 34. In February 
1921, the Honble. E. M. Coolc declared in the Council of State that, 
following the same method of calculation as was adopted in 1882 
and igor, the -per capita income of rgii had risen to Rs. 50. He 
further pointed put that a more elaborate and less defective method 
of computation would take the figure up to Rs. 80. ^ 

§3. Estimate of Wadia and .loshi. — P. A. Wadia and G. N. 
Joshi have worked out an estimate of the national income of India 
with reference to the year 1913-14.^ We may briefly indicate the ,, 
results of their inquiry. The agricultural production is put down 
• at Rs. 1,072,99,93,282, from which is deducted 20 per cent as 
the amount invested or set apart for seeds, iiianure, etc. This 
gives a net figure of Rs. 858,39,94,626. The authors jiroce.ed to 
remark that this deduction is an underestimate, because it does not 
take into consideration the exhaustion -of the soil which must be 
considerable in a country like India. If, however, we accept the 
view that the exhaustion of the soil in India already reached 
its highest pitch long ago and that no further progress in it is 
possible, we need not regard the deduction of 20 per cent as an 
underestimate. As regards mineral production the gross value is 
calculated at Rs. 14,40,95,000,^^ from which 20 per cent is again 
’^deducted for depreciatipii’ in' value and the working cost so far as 
it affects wages (mineral production having been included in the 
value of manufactures estimated at a later stage of the calculation). 
We thus get a net valuation of Rs. 11,52,76,000. Next follows 
the valuation of various products, such as hides and skins, 
manures, wool, silk, ppultry products, on the assumption that 
export.s of these products amount to 80 per cent of the total pro- 
duction. To this is added the value of the products of fisheries 
calculated at 4 annas per head for 275 days for 865,000 persons 
engaged in fisheries. The final addition is in connexion with the 
valuation of products worked by artisans, and earnings of labourers 
engaged in trade and transport, at 4 annas per head per day 
for 310 days for 18,000,000 persons. All this works out at a 
total of Rs. 154,29,58,750. The next item dealt with is the 
produce of the live-stock, . The figures taken In this connexion 
relate to the year 1917-18 and it is assumed that the difference 

* See Pillai, op. cit, p; 44. 

^ The Wealth of India, pp. 97-112, 
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fjetween the number of cattle in this year and that in 1013-14 could 
not be appreciable. The total annual value of all the cattle is esti- 
mated at Rs. 340,05,11,518, from which the value of the services 
of cattle for af^ricultural purposes is deducted l:o prevent duplicate 
reckoning, seeing' that the.se services fire already inchukal in tlie 
value of agricultural production as goven above;. As I'egards the 
added value of manufactures, this is ai'i'ived at by tidcing it to Ik; 
one-fifth or 20 per cent of the gro.ss total of raw materials 
(Rs. 204,76,65,000). This gives us the. ligiire of Rs. 40,1)5,33,000. 
The authors proceed to make various deductions from the total gross 
income arrived at by the method described above, and tiiey gdve 
the following statement showing the various sums to be deducted 
from the aggregate national income in 1913-14; — 

1. Home charges ^£20, 000^000 

2. Investment of foreign capital on behalf of 

the Government 8,000,000 

3. Profits on foreign capital invested in India, 39,000,000 

4. Investment of new foreign capital in India 5,000,000* 

3. Remittances of money from India on 

private account by Government 
officers, European employees in 
banks, joint-stock companies, etc. 10,000,000 

;^82,000,000 

= Rs. 123,00,00,000 
The following table tluis .sums up the results of Wadia and 
Joshi’s estimate. 

Total Annual Income or National Dividend of British India 
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Dividing this net income by the total population of British India, 
namely 245,189,716, we get as the annual income per head 
Rs. 44-5-6 or 

1 he population of British India according to the census of 1911 
was 244,189,716. To this has been added 1,000,000 as representing 
the po.ssible increase in numbers in three years. 

§4. Shah and Khainbatta’s e.stiniate. — Shah and Kltambatta’s 
estimate is summarized in the following table. ^ 



r Rs. 36 for 1900-14 

This gives the per j Rs. 58^ for i9i4‘.22 

capita gross income of i Rs. 44^ for igoo-22 

[ Rs. 74 for 1921-2 

Making an adjustment with reference to the change in the level 
of prices the income is stated at the pre-War average price-level as 
amounting to Rs. 36 per head for the pre-War period and Rs. 38-2 
for the War and the post-War periods. From the gross income the 
authors make a number of deductions on account of home charges, 
etc. and come to the conclusion that this ‘drain’ takes about Rs. 7 
away from the per capita income for 192 1-2 reducing it to Rs. 67. 

§5. Findlay Shirras’s estimate. — ^The most recent estimate is 
that made by G. Findlay Shirras and I'elates to the years 1920-1 
and 1921-2.^ He puts the agricultural income for the former year 

: , * Op. Cit., pp. 199^200. 

^ In rc)2i, the .Stathstica! Branch of the Madras Department of Agriculture 
published an e-stimate which showed that the total agricultural income in the 
Presidency amounted to Rs- sog-y crores. The agricultural population in the 
Madras Presidency fs about five-sevenths of the total population, and if it is 
assumed that tlie contribution of the agricultural population to that of the non- 
agricultural population is in proportion to strength, the total non-agricultural 
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al; 171,494 lakhs of rupees and for the latter at 198,341 lakhs of 
rupees, and calculates the non-agricultural income at 883 crores of 
rupees. On this basis the per capita income come.s to Rs. 107 for 
iqai, and Rs. 116 for 1922. Shirras points out that, in all llic 
inr[uirie.s between 1881 and 1911, it had been assumed that the giajss 
income of agriculturists and non-agriculturists was distributed Ix;- 
tween the two classes in proportion to their numbers. Thi.s worked 
satisfactorily enough so long as the country was industrialized only 
to a small degree. But during the previous few years rapid changes 
had taken place and some additional allowance was therefore neces- 
sary in order to arrive at the total non-agricultural income,^ and 
the addition of Rs. 75 crores appeared to meet the requirements of 
the case, giving the total of Rs. 883 crores. Shirras goes on to 
check this figure by utilizing other available data, and as the result 
of a study of the occupation tables in the Census Report of 1921 
together with the approximate earnings in each industry, he arrives 
at the result tabulated below. 


Occupations 

Number of 

(million.s) 

.Appro.xim.'ite 
annual carniug.s 
per worker 
(Rs.) 

Aggregate 
annual 
earning,? 
(crore.'j of 
nipees) 

Industry 

I . ->7 

240 

375 

Mines ... ... 



Transport ... 


300 

60 

Trade , ••• 

8 


Public Adinini.slrntion 



lii 

15 

Public Force 

Profe-sslons and the Liberal 

' 

i.?o 

Arts 


*J()0 

too 

Domestic services ... 

3-5 

■:oo i 

•SO 





Total ... 

32-5 ■ 1 




The total non-agricultural income of 1,019 ctores would come to 
a minimum of goo crores if an allowance of 10 per cent were made 
for probable error. Shirras further tests this figure by adding to 
the non-agricultural income of British India in the pre-War year 
(530 crores) the increase of 60 per cent, being the rise in the 
wholesale index number. This gives 856 crores. All things 

income would be two-fifths of the agricultural income. . Tliis takes the tottil income 
up to Rs. 434 crores. The population of Madras according to the census of 
1921 was 43 '3 millions, so that the average income per liead works out at 
about Rs. 100. If allowance is made for the rise in prices between 1899 and 
1920, this would correspond to R Si 42 in 1899, thus showing a real Incroaso 
in income of 40 per cent. .See Pillai, op. cit., p. 44. 

‘ The Science of Public Finance, pp. 138-45. 
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considered, he concludes, the figure of 883 crores for non-agri- 
cullural income in 1920-1 and 1921-2 is not far out. One of the 
obviou-s criticisms of Shirras’s estimate is that, contrary to the 
usual pracl.icc, he makes no deductions on account of seed in 
computing the agricultural income. It should further be noted that 
the nou-agricultural income is about 40 per cent of the agricultural 
income in Shirras’s estimate, whereas it is only about 10 per cent 
in Shah and Khambatta’s estimate and about 30 per cent in that 
of Wadia and Joshi. This disparity is due, among other things, 
to the difference in the treatment of the service utilities. Shah 
and Khambatta exclude the services from their computation, 
whereas Shirras includes them. 


We may now present in tabular form the results of the different 
inquiries which we have discussed. 



The following figures have been worked out for each of the ten 


years in the period 1923-32.^ 



Sir M. Visvesvaraya in his latest book. Planned Economy for 
India (p. 27) suggests that the average income for British India in 


‘ G. Findlay Shirras! Poterty and Kindred JEconomic Problems in India 
(third: edition), p. 20. 
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a normal year may be takeii at about Rs. 82 ]xt head of the 
population. In the present slump, it would be eorreed to take the 
average at tibout two-thirds of the normal, or Rs. 55 per laaid. 

§6. Difficulties of interpretation and comparison. — In comparing 
these reciults the re-atler must bear in mind severttl cautions. 'Die 
firat is fliat they relate to different date.s and, befor<- a comixirative 
analysis is made of the economic condition of the jieoiile as bet\vef‘n 
one date, and another, the difference in prices at the two dates must 
be taken into account. Thus, Rs. 45 in 1913-14 would lie equivalent 
to R.S. 81 in 1921-2 on the assumption of an 80 per cent rise of 
prices. Another fact to be remembered is that the area covered by 
the computations is not in every case the same. For in.sl.ance, 
Shah and Khambatta include not only British India but also the' 
Indian States, and if a comparison is to be instituted between their 
estimate and another one which is limited to British India, we 
should probably have to raise the por capita figure of Shah and • 
Khambatta somewluit, assuming' that British India is slightly richer 
and economically more advanced than the Indian .St.-ile.s taken as a 
whole. We must further allow for tlie. dilTereuce in tlie methods 
adopted in the inquiries. Wc. have already seen, for example, that 
Shlrras does not make any deduction.s, wheretis tlx- other estimates 
make them to a smaller or greater extent. Again, we must re- 
member that there is a difference of treatment arising from divergent 
vlew.s a.s to the con.stituent element.s in the national dividend. A.s 
we have seen above, Shirras’s estimate includes Ibe incomes of the 
professional classes,^ while they are delilierately excluded in some 
of the other estimates. In order to institute prolitalile comparisons 
between the re.sults of inquiries relating to two diH'orent periods, 
we must not take the actual figures as (hey are given, but as ihey 
would have been if the methotls adopted had been identical. 
Another point to notice is that, generally speaking, the later valua- 
tions are on a more, scientific and careful basis ; and as Shirras 
points out, if the old methods were followed in preference to his 
more elaborate method, the values of agricultural produce and non- 
agricultural income in hi.s estimates would be appreciably lower. 

Care is also necessary in drawing inferences about economic 
welfare from the per capita income. Here it is important to con- 
sider not only the average income per head but also the composition 
of the national income. In the. ca.se of India, for instance, an 
inquiry as to how much of the national income is in the form of 

' Shirras do(?s not explicitly inclutle seivices In his nifun wtimate, hut, 
.as ah-ciuly seen, he checks his figures for non-agricuUurul income Ijy .i lahle 
in which the valuation of various services, which do not issue in material 
commodities, is included. : 
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fooil-sliifls wouUJ be specially pertinent. For, if the supply of an 
absolute necessary of life is disclosed to be insufficient, additions to 
the national income in other forms cannot be regarded as of the 
same order of importance as food-staffs. Again, if services are 
included in the computation, the semi-political question whether 
.some of the services are not overvalued in India cannot be ignored. 

Lastly, we leel bound to utter a general caution, namely, that in 
considering the re.sult of any particular inquiry we must take into 
account the spirit and purpose underlying it. A good many of the 
inve.s ligations referred to, above have been admittedly informed by 
a spirit of political controversjn Not infrequently we find the course 
of the investigation interrupted by road-side notices that the parti- 
cular valuation is a deliberate underestimate or overestimate as the 
case may be. If these protestations are to be taken seriously and 
literally, then the final results must be interpreted in their light. 
That is to say, if the author of a particular estimate declares that 
his CvStimate i.s above the correct figure, then we must reduce the 
figure somewhat, if on the contrary, we are assured that we are 
dealing with a deliberate underestimate, we must make a suitable 
addition. The curious thing, however, is that the pretended under- 
estimates almost invariably give us a higher figure than the pretended 
overestimates, because liberal concessions granted to rival disputants 
‘for the sake of argument’ in one direction are more than made 
up for by quietly taking liberties the effect of which is to swing 
the pendulum violently in the opposite direction. 

In spite of the discrepancies in the results obtained by thq, 
different investig-ators, one fact which clearly stands out from all 
of them is the inten.se poverty of India. Even as regards a prime 
necessity of life, such as food, a large proportion of people in this 
country cannot afford to buy the necessary amount of it required for 
their bare physical needs. The validity of this statement is not 
affected by the inconclusive evidence to which we have referred as 
regai'ds the question whether the food-supply of the country is 
increasing in proportion to the increase in population A Whether or 
not the aggregate food-supply is inadequate, and, if so, whether the 
inadequacy is increasing or not, the fact is beyond dispute, that 
a distressingly large number of the people are in a semi-starved 
condition.” 

Sometimes, however, the picture of extreme poverty gets over- 
drawn by people arguing as if the per capita, income were the 

'■ See vol I, §31. L 

= C. N. Vakil and S. K. Muranjan support ttm vle.w : that the food-supply 
is not only inadequate, but that the inadequacy is progressively on the increase. 
{Currency and Prices in India, p. 363). 
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income of an average family. We should be making the opposite 
mistake of supposing that the condition of the masses is better than 
it really is, if we did not remember that the national income, is 
very unevenly distributed. Some people enjoy very much more than 
the average income and some very much less. The learned profes- 
sions and the bigger landowners, for instance, enjoy a very nuich 
higher income than the cultivators or industrial labourers. The 
petty traders and shopkeepers have incomes of a medium size. 
Shah and Khambatta give the following figures to show the uneven 
distribution of the national income in India. ^ 

‘6,000 individuals, with an average income per head of 
Rs. 100,000 per annum absorb Rs. 60,00,00,000 among them, and 
support 30,000 persons, 

230.000 individuals paying income-taxes with an average income 
of ,Rs (?) supporting 1,150,000 persons. 

270.000 individuals escaping or exempted from the income-tax, 
but having an income liable to that tax, with an average income of 
Rs. 5,000 per head per annum, absorb among (hem Rs. 135,00,00,000 
and support 1,350,000 persons. 

2.500.000 individuals with an average annual income of 
Rs. 1,000 absorb among them Rs. 250,00,00,000 and support 

12,500,000 per-sons. 

35,000,000 individuals with an average income of Rs. 200 per 
annum absorb among them Rs, 70,00,00,000 and support 100,000,000 
persons. 

The remainder have an average income of about Rs. 50 per 
annum and absorb among them Rs. 825 crores.’ 

The result of this calculation is that more than a third of the 
wealth of the country is enjoyed by about: one per cent of the 
population, or, allowing for the dependants, about 5 ].)('r cent at 
most; that slightly more than another third, about 35 per cent of 
the annual wealth produced in the country, is absorbed by another 
third of the population, allowing for the dependant, s ; while 60 per 
cent of the people of British India enjoy among them about 30 per 
cent of the total wealth produced in the country. 

It should also be remembered that the per capita income varie.s 
from province to province.^ It would be larger in those provinces 
which grow commercial crops and whicJi are relatively more indus- 
trialized, such as Bombay, Sind, the Punjab, Assam, the Central 
Provinces and Berar, whereas Bihar, Orissa, the United Provinces 
and Madras are relatively poorer provinces. 

* Op. cit., p. 307. 

^ See Vakil and Moranjdn, op. cit., pp. 356-7. 
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§7. International comparisons. — International comparisons can- 
not be based merely on a consideration of the per capita income of 
the countries under comparison. Sir Robert GriiFen drew attention 
to the dangers of making these comparisons -without introducing 
the necessary qualifications and of assuming ‘that figures called by 
the same names in different countries have exactly the same values’. 
Figures of the income per head do not tell us much about the 
economic well-being of the people of one country as compared to 
people belonging to another unless we allow for such factors as 
differences in standards of living, habits and customs. As Sir 
Josiali Stamp points out, ‘In the countries to be compared, men 
must care for the same objects in a similar way, and their scale of 
relative values must be akin. To the extent to which countries 
diverge in this respect, the comparison will be invalid.’^ The .same 
income per head, for example, would obviously have an entirely 
different significanec in two countries so wide apart from each other 
as India and England, because the scale of values is different, 

not only owing to difference in taste but also because external 

conditions impose different standards of requirements. Broadly 
speaking, owing to the warmer climate of India, an appreciably 
smaller expenditure is required on food, clothing, fuel and housing 
than in England. However, when every allowance is made for 
these factors, the following figures” are sufficiently eloquent and 
show the tremendous distance between India and some other coun- 
tries as regards economic prosperity.® 

‘ Cf. ‘It is very doubtful whether numerical comparison can be safely made 
between two countries ; neither housing, clothing nor food are comparable. 
The importance of that part of income which is not wages varies greatly, 

and many things must be bought in one country which are unnecessary or 

are home-made, home-grown, or obtained freely in another. Nor should we 
compare industrial classesj such as workmen, engaged in building, engineering 
or printing, in different countries, since methods and conditions of work vary 
enorraousiy, unless we make very broad allowances for the possible effects 
of such variation.’ — A. L. Bowley, The Nature and Purpose of the Measure- 
ment of Social Phenomena, quoted in Economic Inquiry Committee Report, 

p. 117. 

‘ See Shin a.s ; Poverty and Kindred Economic Problems in India (third 
edition), pp. 44-5. 

“ The Simon Commission remark th.at even if the most optimistic estimates 
(Rs. 107 in 1920-1, and Rs. n6 in 1921-2 according to Shirras) are accepted, 
the result is that the average income of India per head in 1922 was 
equivalent, at the prevailing rate of excliange, to less than £S, while the 
corresponding figure for Great Britain f/as £g5, ‘The contrast, remains 
startling even after allowing for the difference between the ; range of needs to 
be satisfied. ’—iiVmon Commission Report, vol. I, par. 374, 

The Central Banking Inquiry Committee point out that ‘the income of 
the agrioulturai population when separately assessed will be much smaller. 

It— 11 
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Country 

Year 

per capita 

Country 

Year 

pay capita 
income 

British India ... 

1931 

S 

Germany 

192s 

39 

United Kingdom 

’931 

76 

Italy 

1927 

24 

Australia 

1924 

98 

Egypt 

1928 


United States ... 

i 1932 

89 

Japan 

1923 

14 

France . ... 

i 1928 

41 

Bulgaria 

1932 

9 

Czechoslovakia ... 

1 192s 

3 S 

U.S.S.R. (Russia) 

1925 

10 

Denmark 

i 1927 

SS 





It is clear that most of the countries meiitioned in the table 
above arc far ahead of India and we seem to come within the same 
‘universe of discourse’ only when we leave the more progressivi- 
countries alone and seek comparison with some of the backwanl 
countries of Eastern Europe like Bulgaria or witli Soviet Russia 
in the throes of transformation. 

§8. Intensive inquiries. — Besides computations of the national 
income per head, various intensive village and regional inquiries 
have been made by different investigators, such as Dr Mann in 
Bombay and Dr Slater in Madras. For the village Plmpla Soudagar 
(1917) Dr Mann works out an income of Rs. 218 per family, or an 
income per head of Rs. 43-3-0, obtained in an average good year. 
The expenditure per family of five persons is given as Rs. 200-8-0 
after the payment of balutas and interest charges on debt. To this 
figure Dr Mann adds Rs. ii-io-o in view of the larger proportion 
of adults in the village than in the ideal family for which the cal- 
culation was made. This gives Rs. 42-14-0 per head on the 
average for the 103 families for whom the record.s were complete. 
If balutas are included, in the case of cultivators’ families (71 out 
of 103), the total expenditure per head would be Rs. 44. Assuming 
a normal year and ignoring- payments on account of debts, tills 

From the reports of the provincial committees and other published statistical 
information the total gross value of the annual agricultur.al produce, would 
work out to about Rs. 1,200 crorcs on the basis of the i<)28 price-levels. On 
this basis and taking into coiwlderation the prob:ible ' income from corla'm 
subsidiary occupations estimated at 20 per cent of the agricultural income, and 
ignoring the rise in population in the last decade and the fall in prices since 
1928, the average income of an . agriculturist in British IncUtr doe.s not work 
out at a higher figure than about Rs. 42 or a little over £3 a yaar,'— Report, 

d-'de- V: '. ■/' ■ -i. i',. .■ 
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shows thal: the cultivators’ families with an income of Rs. 44 per 
head would just pay their way. But, of course, the existence of 
debt entirely alters the situation, and Dr Mann is brought to the 
conclusion that ‘out of 103 families investigated, only 36 or just 
under 35 per cent, can pay their way on the standard they them- 
selves lay down. The others are living below that standard, and 
this conclusion, which seems very clear, forms an exceedingly serious 
state of affairs’. Dr Mann’s study of another village of the Deccan, 
Jategaon Budruk, led to a similar result. Major Jack’s inquiries 
(igio-14) into the economic conditions in the Faridpur District in 
Bengal yielded the following results: — 


! 

Classified as living j 

Persons j 

Income per head 
(in rupees) 

in comfort 

... 


65 

below comfort 

... 

524.803 

43 

above indigence 

... 

i 319.3*5 

32 

in indigence 

... 

1 65,860 

a6 



j 1,861,183 

(average income) 

1 52 ■ 


Several other intensive surveys have recently been made, for 
instance those carried out under the auspices of the Rural and 
Urban Sections of the Board of Economic Inquiry, Punjab. The 
Indian Central Cotton Committee has recently carried out eight 
investigations into the finance and marketing of cultivators’ cotton, 
which happen to be the first intensive inquiries of the sort recom- 
mended by the Indian Economic Inquiry Committee and contain 
information of the utmost importance.^ All these investigations 
generally corroborate the conclusions as stated above about the 
economic condition of the people. 

§9. Is Indian poverty on the decline?— ■Granting the existence 
of appalling poverty as an indisputable fact, the question whether it 
is increasing or diminishing, or whether there is no movement either 
way, has been variously answered. Wadia and Joshi hold that, 
during the twenty years between 1895 and 1914, the condition of 
the population did not undergo any change. The more common 
view, however, is that there was a real, if, a very slow, amelioration 
in the condition of the people and that this progress has on the 
whole been maintained. That the people are getting more and more 

^ Sen General Ref ort on Eight Investigations ■ info Finance and Market- 
ing of Cultivators' Cottotti 1928. 
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discontented is true, but as European experience shows, this is 
CjUite compatible with a great betterment in the economic position 
o£ the masses. With increasing wealth there generally conies an 
increase in the consciousness of poverty. A people may be so 
biLitalized by extreme poverty as to lose all coii-sciousncss of it. 
But a little relief from, poverty is commonly followed by a desire 
for still further relief. Modern economic advance has been accom- 
panied by a great multiplication of human wants and the modes of 
satisfying them, so that poverty has come to mean not so much the 
inability to satisfy a few primal Avants but rather the inability to share 
in the new known goods of each period. Although the masses are 
better fed, better clothed and better housed today in Western 
countries than fifty years ago, they are more discontented with their 
state thtm ever before. According to some observers, a similar 
change ha.s come over the spirit of the people in India, and this is 
one of the results of a decided improvement in their economic 
condition. People are at present much better able to re.si.st famines 
than in the past. The various estimates of national income we 
have set out above, in spite of their imperfections, flo, on the 
whole, succeed in conveying an impression of gradual economic 
improvement. This impression is strengthened by such admitted 
tendencies as the growing independence of spirit di.splayed by 
agricultural as well as industrial labour. Again, although we 
posse.ss no absolutely unimpeachable evidence showing that the per 
capita consumption of food is increasing, the. per capita consump- 
tion of cloth was imdoubteclly increasing in the pre-War period and- 
after a temporaiy set-back has again almost reached the pre-War 
level,' The ofiScial view in this country is that the amelioration 
is unquestionable, and the reasons generally advanced in support 
of it are well exemplified in the following quotation ; ‘So far as 
ordinary tests can be applied, the average Indian landhokler, trader, 
ryot, or handicraftsman is better olf than he was fifty years ago. 
He consumes more .salt, more .sugar, more tobacco, and far more 
imported luxuries and conveniences than lie did a generation 
back. Where house-to-house inquiries have been made, it has 
been found that the average villager eats more food and has 
a better house than his father, that, to a considerable extent, 
brass and other metal vessels have taken the place of the coarse 
earthenware vessels of earlier times, and that hi.s family possesses 
more clothes than formerly.’'' The truth of this picture has been 

' , * See ch. li, - §5. 

: ‘ liesuUi- of hidiatk Administration in the Past Pifty Years, Cd. 4956, lyny, 

,p. :a6, quoted by , L. G. A, Knowles, The Economic Development of the British 
Overseas Empire, 1^63-1^11}, vol. I, p; 2^3. 
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challenged by non-official observers and some of its details especially 
have been regarded as open to doubt. For example, the statement 
that the average villager eats more food has not been universally 
accepted. We suggest it as a possibility that the average 
villager lays out his slightly increased income on a larger number 
of commodities than before, but that he has not been able to 
increase his standard of diet. Indeed, there are reasons to 
suppo.se that in the villages, especially in those in the vicinity of 
towns, the dietary of the average villager has deteriorated and he 
is worse nourished than before. The average consumption of milk 
products, which occupies such an important position in a predo^ 
minantly vegetarian diet, has distinctly fallen off. There does not 
seem to have occurred the addition of any substitute which can 
be regarded as of equal nutritional value (though it may be granted 
that the diet of the people has tended to become more varied owing 
to improved transport and communications). This may be due to 
a relatively higher increase in the prices of milk products than in 
those of other commodities, and the position with regard to the milk 
products as stated above is not necessarily inconsistent with the 
hypothesis of a real increase in the per capita income of the people. 
In view of the unsatisfactory nature of the available evidence, many, 
people may prefer to suffer the inconvenience of a suspense of 
judgement on the question whether the national dividend is increas- 
ing, and also on the other quite different question, whether welfare 
apart from wealth is growing'. But there is at least one proposition 
which must be accepted as true by everybody, and that is, that the 
increase in the wealth of the country, such as it is, cannot be com- 
pared for a moment with the amazing advance achieved by Western 
countries like England in recent times — ^an advance reflected in 
the fall of pauperism, decrease of death-rate and poverty diseases, 
increase of wages, shortening of hours of labour, spread and 
improvement of education, increase in the means of recreation, 
better housing and sanitation, etc. There are indeed great in- 
equalities in the distribution of wealth in the West, but there can 
be no question about the wide diffusion of economic well-being. 
Tbe cheapness and plenty of the good things of life together with 
the universal rise of incomes have brought within the reach of 
the masses many commodities and modes of enjoyment which were 
formerly the monopolies of the vei-y rich and have resulted in 
what Vicomte D’Avenel calls 'le nivellement des jouissances’ (the 
levelling up of enjoyments).^ 


' Georges D’Avenel, Dicouvertes d'Histoire Sociale, pp, 295-318. 
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§10. Need for better statistics. — In pronouncing- juclg-cii)eni.s on 
the various prol'ilems concerning- the economic condition o.l; the people 
in India it is found that nothing more than a halting, unceitain 
attitude is possible in tho present circumstances for lack of precise 
statistical information. I'lie only certain (;oncliisi(>n, which, as we 
saw, emerges from the investig-ations made by the various inquiries 
referred to above, is that India is intensely poor, liut this is a 
truth which most people have discovered for themselves ity the 
direct evidence of their sen.ses, and to put forwanl elaborate .stati.sties 
to prove what is perfectly obvious to everybody is like taking out 
the candle to look for the sun. On everything else besides the 
obvious fact of extreme poverty we are left more or less in the 
dark. The collection of reliable statistical data will make our in- 
I'onnation more precise and minimize the large number of conjectu- 
t-fd assumptions which arc now unavoidable in every inquirjn It 
will also make possible a correct diagnosis of the numerous ('conomic 
and .social ills from which Ihe country is suIVcring, and will be of 
great assistance in tackling the day-to-day problems of adminislra- 
tion. The Indian liconomic Imiuiry t!ommil 1 (;o (ipj.s) c|UC)lc the 
following appo.site remarks of The (London) Times in this connexion. 
Speaking of the. Emjiire Statistics Conference, which sat in January 
and February 1921, it said: ‘In Germany before the War the 
Statistical Bureaux rvere ceaselessly employed in working on every- 
thing that illuminated the future of the German people ; and in the 
era which is now opening there can lie little doubt that the nation 
which studies the drift of events as it is revealed by statistical 
analysis will be infinitely better equipped to take advantage of its 
opportunities than another wliich perhaps trusts only to the mcthod.s 
of empiricism. The statistics at present collected are often un- 
co-ordinated and without expert direction and arc gcnertdly a by- 
product of administration meant more for departmental u.se than for 
the purpose of affording information to the public, about import.ant 
social and economic activities. 

It is indeed true that in India the collection of statistics is 
attended with extraordinary diilicultie.s. In the. first place, the huge 
size of the country makes the enterprise expensive and difficult to 
carry out. Secondly, the population is scattered in rural areas and 
not concentrated in big cities and towns. Thirdly, the existence, 
of illiteracy makes : the co-operation of the public in the work of 
gathering stati-sticaL data a practical impossibility. In Great Britain 
and the Dominions, the statistics of production of wages and prices 
are usually collected by distributing schedules to private individuals 


* Economic Inquiry Committee Report, p. 4. 
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who are required to fill them up within a given time and return 
them. Ihis is both a more accurate as well a less expensive 
method than that of engaging a specially paid staff. Much assist- 
ance is also derived from the co-operation of a number of 
private associations, the like of which are almost entirely absent 
in India. Absence of organized enterprise and the existence of 
numerous small unorganized undertalcings further make statistical 
work extraordinarily difficult.^ However, although we cannot hope 
immediately to attain to the standard of equipment usual in 
Western countries, there can be no doubt that the present position 
in this regard in India admits of very considerable improvement. 
The Economic Inquiry Committee Report, as well as the Dissenting 
Note of Professor Biirnett-Hurst, contains many useful suggestions 
as to how this might be done. 

§11. The Bowley-Robertson inquiry. — In November 1933 the 
Government of India engaged the services of Professor A. L. Bowley 
of the London School of Economics and Mr D. PI. Robertson, 
Lecturer in Economics at Cambridge, to advise them on the 
question of obtaining more accurate and detailed statistics and 
the practicability of carrying out a Census of Production. Associ- 
ated with the.se two experts were three Indian economists and the 
combined labours of these gentlemen have resulted in a valuable 
Report published in 1934 entitled A Stheme for an Economic Census 
of India of which the following is a brief summary. 

§12. (i) Organization of statistics. — ^A permanent economic 

staff, directly attached to the Economic Committee of the Governor- 
General’s Executive Council should be established. The staff should 
consist of four members. The senior member should act as 
secretary to the Economic Committee of the Council, to whom he 
would be responsible for the organization of the whole work of 
economic intelligence. Thus he would have the duty of preparing 
reports on urgent questions as they arose from time to time, and 
for this purpose would need to organize the supply of current in- 
formation on economic and commercial events abroad as well as 
at home. But it would also be his duty to be thinking further 
ahead, and to take the initiative in planning inquiries of a broader 
and more fundamental kind. 

Two of the other members of the staff would be trained 
economists while the third would be the Director of Statistics. 
So far a.s possible the staff would function as a .staff and not as 
individuals, but since the field of economics is so wide that no 

^ See Prof. Burnett-Hurist’s Note of Dissent, Economic Inquiry Committee 
Ee-^oft, pp, gi-2. ' 
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one man can cultivate the -whole, the senior member and the 
two economic intelligence officers would divide the territory for 
exploration between them in accordance with their respective bents 
and capacities. It would be natural, for instance, that one of them 
should specialize in the study of the means of promoting the 
expansion (or, if that be the policy, the orderly contraction) of 
India’s foreign trade, and the operation of tariil's and trade agree- 
ments. It is important that the two economic intelligence officers 
should work under conditions of the utmost freedom which is com- 
patible with membership of a civil service. The whole .staff would 
maintain the closest possible contact with certain other officers of 
the Government, including both some whose duties are primarily 
administrative and some whose duties are primarily technical and 
advisory. It would be within their competence to recommend to 
the Economic Committee of the Council the ad hoc engagement 
of external technical experts for the purpose of reporting on the 
economic potentialities of particular areas or of particular branches 
or processes of production. 

The Director of Statistics, while being a member of and a 
principal organ of information for the permanent economic staff, 
should have his own peculiar duties, in the discharge of which ho 
would enjoy a considerable degree of indeiae-ndence. These would 
include (a) the conduct of the population census, (h) tiie conduct 
of the census of production, (c) the co-ordination of central statistics, 
and (d) the co-ordination of provincial statistics. To assist him in 
these duties the existing Statistics Branch of the Department of 
Commercial Intelligence and Statistias would be tj-aasforrocl to his 
control and some addition to its permanent numbers would be 
required. The Commercial Intelligence Branch of this Department, 
which is mainly engaged in dealing with the inquiries of the com- 
mercial world, would become a branch of the Department of 
Commerce. 

The census of production should be quinquennial and while 
the main census of population continues to be decennial, a supple- 
mentary census with an abbreviated schedule of inquiries, mainly 
devoted to numbers, age, sex and occupation, should be taken in 
the middle of the dccennium. The censuses of population and pro- 
duction should be as nearly synchronous as the requirements of 
tabulation permit. Preparation for the censuse.s and analysis of 
their results would provide nearly continuous work for a special 
section of the permanent statistical staff, which would expand on 
the occasion of the taking of the decennial population (-ensus into a 
larger organization. 

TJie Director of Statistics should have power to consult with 
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those responsible for the preparation of statistics in all Departments, 
with a view to arrangingf for uniformity of classification, and for 
the furnishing of statistics needed for general purposes, without 
prejudice to the assembling of other data necessary for departmental 
use. He should be responsible for the publication of the Statistical 
Abstract. 

There should be in each major province a whole-time statis- 
tician, as nearly independent of departmental control as administra- 
tive requirements permit, but making his services available to all 
departments, passing all their statistics under his review, conduct- 
ing the population census under the direction of the central Director 
of Statistics, and co-operating with the latter in every possible 
way. Pending the establishment of such officers everywhere, it will 
be for the Director to establish such contact as he can in each 
province with whoever most nearly fills the bill, with a view to 
promoting uniformity in the provincial statistics and thus facilitating 
their assembly into all-India totals. 

§13. (ii) The measurement of national income. — ^The authors 
of the Report remark that the materials at present available for 
estimating the national income and wealth of .India are very 
defective, that the various estimates attempted so far are in any 
case out of date and that the problem now requires to be reapproach- 
ed ah initio. 

The national income is the money measure of the aggregate 
of goods and services accruing to the inhabitants of a country 
during a year, including net increments to, or excluding net 
decrements from, their individual or collective wealth. It is prob- 
ably best to Ignore catastrophic decrements of wealth, such as 
might be caused by an earthquake or a severe epidemic of cattle 
plague. 

As is well known, there are two methods of calculation, the 
first consisting in an evaluation of the goods and services accruing, 
the second in a summation of individual incomes. The two methods 
do not furnish a check on one another over the whole field; thus 
the services of Cabinet Ministers must be held to be worth the 
amount of their salaries, since there is no other way of evaluating 
them. In the case of India it seems unlikely that the first or 
census of production method will ever be applicable over the whole 
even of the industrial field : and special caution in combining the 
results of the two methods may be necessary. 

The first or census of production method involves 

(«) evaluating the net output of the various branches of 
‘productive’ enterprises, agriculture, mining, industry, 
etc. at the point of production, being careful to avoid 
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double counting- (for example counting- both the output 
of wheat and the labour of the cattle employed in 
raising- it), 

(h) adding- the value added to home-produced goods and 
to imports by trans23orting' and merchanting agencies 
in the country. 

(c) adding excises on home-)trocluccd goods. 

(t/) deducting the value of exports (f. o. b.), including gold 
and silver. 

(e) adding the value of imports (c. i. f.), including gold 
and silver. 

(/) adding customs duties on imports. 

(g) deducting the value of goods, whether home-produced 

or imiJorted, which are used for the purposes of main- 
taining fixed capital, or stocks of raw and finished 
goods, intact. 

(h) adding the value of personal servicers of all kinds, 

(i) adding the annual rental value of houses, wholher 

rented or lived in by the owners. 

(j) adding the increments in the holdings of balances and 

securities abroad, whether by indivitiuals or the 
Government, or deducting- the decrement in such 
holdings; and/or deducting the increment in the 
holdings of balances and securities in the country by 
residents abroad, or adding tlic decrement of such 
holdings. 

Some of these processes call for further comment. 

(a) That part of the product of agriculture, etc. — in India 
very large — ^which is consumed by the producer or 
bartered locally for services should he valued, like 
the rest of the outturn, at its price at the point of 
production, not at the retail price which consumers 
in distant markets pay, and which includes costs of 
handling, etc. which are not incurred on the home- 
consumed outturn. 

(c) , (/) This is necessary, because the total we are in searcl) 

of is the aggregate of exchange values to the 
consumer. 

(d) , (e) (j) It is easily seen that if the Government of India 

raise a loan in London for railway construction, the 
securities imported form part of the real income of 
the English investors, just as an import of Indian 
tea would do. The reverse side of the same truth 
is that the increment of capital wealth in India, which 



THE NATIONAL DIVIDEND 


171 


is included in the evaluation of production or of 
imports, is balanced by a capital liability to foreigners, 
and must be deducted to arrive at the net income. 
The same considerations apply to changes in the 
ownership of bank balances, at home and abroad, and 
— in the case of. India very important — to increases 
or decreases in the stock of precious metals, which for 
this purpose may be visualized as foreign securities. 
(h) (i) Strictly speaking, it may be argued that only those 
services of Government servants should be included 
which confer direct utility — protection, amenity of life, 
etc. — as distinct from assisting to augment production, 
the value of the latter having already been included, 
like other costs of production, in the sale value of 
the product under (a). The subtleties to which this 
complication leads do not seem worth pursuing here; 
in what follows it will be assumed for simplicity that 
the services of all Government servants confer direct 
utility and form part of the real national income: 
deductions can be made to taste by those who please. 
These services should be valued at a sum which 
includes the pension rights accruing during the year 
to those who render them. 

(2) In India the distinction between charitable gifts, 
which are not part of income, and the payment for 
services of a customary or religious nature is peculi- 
arly indefinite; and the line drawn is bound to be 
somewhat arbitrary. 

The census of production ntethod above described is the more 
fundamental of the two methods of evaluating the national income. 
In order that the results of the second or census of incomes method 
may tally with it, certain precautions in following this second 
method must be observed. 

(n) All self-consumed produce and receipts in kind must be 
included in the individual’s income, valued at their 
selling value at the point of production. So must the 
annual value of houses lived in by the owners. 

(h) All interest payments, even on loans incurred for con- 
sumption purposes, must be deducted before entering 
the Individual’s income. 

(c) Apart from this, the incomes of all individuals in the 
country, including interest on Government loans and 
pensions of ex-Government . servants, should be entered 
gross, that is before payment of direct taxation 
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(including- land revenue). The incomes of Governmeni; 
servants should be entered inclusive of pension riglifs 
accruing during the year. To tlic total so reached 
should be added the undistributed profit s of companies 
and the net profits of Government enterprises. From 
the total so reached should he deducted the sum 
required to pay the interest on Government loan.s othei- 
than for productive enterprises, and the pensions of 
ex-Government servants, whether due at home or 
abroad. 

{d) Rather oddly, receipts from customs and excise, stamp 
duties and local rates-— that is all taxes which are of 
the nature of business costs— must be added to the 
total so far reached, for the latter is the aggregate of 
exchange values accruing to producer.s, while tlie true 
national income, as calculated on the census of produc- 
tion method, is the aggregate of exchange values 
accruing to consumers. Unlc.s.s therefore Ihi.s addition 
is made, discrepancy will arise. 

The suggestions which are made below relate to the estimate 
of the broader .sections of the national income; the various adjust- 
ment.s indicated above would have their place in a final calculation. 

The authors do not recommend for India at present any estimate 
of national wealth as a whole. There arc two method.s followed 
elsewhere, neither of which is appropriate to India, The first is 
to capitalize tiie yield of all income-bearing properly, including 
goodwill, assigning appropriate numbers of yeans’ purchase to the 
rent of land and houses, dividends, interest, etc. and sometimes to 
add estimates of property publicly owned such as docks, railways, 
Government buildings, etc. The second is to use the statistics of 
property passing at death, obtained at probate, etc. and with the 
help of life tablc.s to deduce the total value nf prcjporty. This 
procedure is impossible in India since there arc virlually no taxes 
on Inheritance. As regards the first method there is certainly not 
enough information for the valuation of most of the important 
classes of individual property ; and though the value of railway.s 
could be estimated, that of roads, of some irrigation works and of 
many other results of public expenditure defies measurement. 

Though they cannot expect to measure witli any precision that 
would justify the attempt, the i&tal of wealth, it may be possible, 
to give some indications, of its change, by scries relating to public 
expenditure on permanent works, to investment of new capital and 
to other expenditure of the nature of capital outlay. 

The investigation proposed for the purpose of estimating the 
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national income is primarily on the basis of production, but as in 
similar estimates in all countries a minor part depends on individual 
incomes. In India the proportion to be thus estimated is probably 
greater in the to^vns, but much smaller in the aggregate than in 
Western countries. Partly owing to diiBference in the nature of the 
products and partly because different methods of investigation are 
necessary, rural income is distinguished from urban income. 

For rural income they advocate an estimate of the quantity and 
value of all produce and services arising from the land or rendered 
in the villages, by the method of intensive surveys in selected 
villages. 

For urban income they recommend in the first instance surveys 
of the larger towns on the method which has been successfully 
followed elsewhere. This is based on a sample inquiry of the 
personnel and occupations of families, and an estimate of their 
income.? partly by personal statements, partly by investigation of 
wages and salaries current in the towns. For incomes over 
Rs. 1,000, or at least over Rs. 2,000, income-tax statistics can 
afford valuable help. 

They have recommended also an intermediate urban population 
census. These three inquiries would be supplemented by a census 
of production applied to factories using power, mines and some 
other industries. This would to a considerable extent overlap the 
urban survey and to a less extent the rural survey'. But it is of 
considerable importance in itself and is calculated to furnish a more 
accurate account of part of the whole field than the other surveys. 
It is believed that when all the materials are assembled, means can 
be found to eliminate duplication by estimating the part of the 
income included both in the urban or rural surveys and the census 
of production, or by other methods. 

It would remain to estimate on the basis of, population and of the 
results of the main surveys the income of the smaller towns. 
Additional estimates may be needed for the tea plantations and 
any other special areas not included in the rural survey. 

All the investigations should be extended to the Indian States so 
far as they arewilling and able to co-operate. For areas not so 
included estimates will be necessary by the use of agi-icultural 
statistics. 

These proposals will result in fairly precise estimates for large 
and definite sections of the income of the population and of the 
produce of the area of India. When these are established effort 
will be necessary to diminish the region of guess-work and increase 
that of ascertained fact. 

§14. (iii) Census of production. — The census of production 
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would be imposed (as in Great Britain) by a special Act of the 
Central Legislature, making communication of the facts deniiuided 
compulsory. It would be conducted by the Director of Statistic.s, 
the executive arrang-ements presumably being macle through the 
Department of Industries and I.abour. It appears to be necessary 
to limit its scope, so far as Engli.sh and American methods are 
followed, to the larger e.stablishments ; and the natural line which 
suggests itself is that drawn in the Factory Act, namely the employ- 
ment of twenty or more persons combined with the use of mechanical 
power. It would not seem desirable to extend it automatically to 
those smaller establishments to which, for .special reasons of no 
great statistical significance, provincial Governments have used their 
powers of extending the Factory Act. But on the one hand there 
may be some classes of small workshop to which the census could 
adv£intageously be, extended, wliile on the other there are certainly 
some large non-mechanical establishments, for exiimplc in building 
and con.strucling, brick-mjiking and carpet mimufacture, which 
oug-ht to be broug-ht within its scope. So also .should the railways 
and all establishments muler tlie Mine.s Act. 

The average numlicr of operatives employed in lactories in 
British India (excluding Burma) in 1932 was 1,330,000; though 
this forms only a small proportion of persons eng;iged in industry, 
this group is of .special importance in relation to export, and for 
this and other reasons quite properly spccijil attention has been 
given and should continue to he given to its study. It is to be 
remembered, however, tJiat the progress of factory indu.stry is to 
some extent at the expense of cottage indu.stry, and it is of the 
greatest importance to bring the two in statistical relation to eiich 
other. There seems to be no possibility at present of milking any 
exact estimates. The execution of the proposed rural anrl urban 
surveys will provide some data; accurate estimate-s of the crops of 
cotton, sugar and other agricultural products which are manufac- 
tured both in house.s etc. and in factories, are capable of giving 
more, complete information. There is also a possibility of tiibulating 
the census material relating to occupations in such a way as to show 
the whole numbers engaged in such occupations, so that when 
used in conjunction with the factory statistics some idea of the 
relative importance of the two organizations of industry could be 
obtained. The 1,931 census of population in fact shows, as might 
be expected, that the numbers engaged in industry in British India 
as a whole arc very much greater than those accoimled for by the 
factory statistics, (While there is no Immedialc possibility of com- 
paring the numbers in, or output of, factories with those in similar 
cottage industries, it may be. possible to obtain .some annual data 
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which would iihow their relative growth or decrease, when the 
whole of the survey now sug-gested is complete.) 

A rural survey . — It is desired, as part of the survey of Indian 
income and resources, to obtain information in numerical form of 
the income (in cash or kind) derived from tlie land, and its 
distribution among owners, occupiers, labourers, etc. together with 
other items of village income. 

It is impracticable to make direct investigation into the circum- 
stances of each of the half-million villages in British India in any 
reasonably short time, even if the expense could be met or a sufficient 
number of investigators found. It is, therefore, necessary to 
proceed by sampling.^ 

Although financial exigencies do not permit immediate effect 
being given to all these recommendations which, it is estimated, 
will cost Rs. 30,00,000, it may be hoped that it will be possible 
in the near future to carry out a census of production which is 
essential for formulating correct economic policies. 

§15. Causes of Indian poverty.— The poverty of India is a highly 
complex phenomenon and the factors accounting' for it are varied 
and innumerable. We have already discussed the view that the 
poverty of the people is in the last analysis due to a defect of 
outlook on their part, caused by a religion which is unworldly 
beyond any other. ^ People in India, so runs the argument, are 
too spiritually minded to care sufficiently for the production and 
accumulation of wealth. They seek to achieve contentment, not by 
increasing' standards of living and then by struggling to satisfy' 
these standards, but rather by a rigid limitation of all desire. 
Rather than add more fuel, they prefer to take away as much of the 
fire as possible. ‘^Other alleged causes are contempt for manual 
labour ; the sufferance or even encouragement of thousands of 
parasites like the wandering and hairagis who are a burden 

on the community ; the cramping influence of various religious 
prejudices and the existence of a number of anti-economic customs 
and traditions, such, for mstasijge, as those which result in the with- 
drawal of a large number of women from all economic activities; 
_unresb'icted multiplication of numbers ; various practices, like that 
of early marriage, which sap the physical vitality and, therefore, 
diminish the economic QSSiSPJSy race; prevalence of diseases 

like malaria and hook-worm which have the same debilitating influ- 
ence ; the love of litigation^^ which is supposed to characterize the 
Indian people, whose delight in scoring points, it is said, makes 
the court: of law such a liaiint for them, etc. The administration 

' Bowley and Robertson, op. cit. 

^ See vol. I, di. iv. 
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is also blamed as being in no small measure responsible for !he 
backwardness and the poverty of the country. The Government 
are accused of not having exerted themselves as much as they 
oug'lit to have to develop the economic i-esources of the country. 
Particularly are they charged with having failed to take the 
necessary steps to fo.ster industrial development. Lastly, the theory 
of the ‘drain’ has served for many people as a .sufficient explanation 
of Indian poverty. Some of these causes have already been dealt 
with in their appropriate places, and others like the ‘drain’ will be 
treated in the succeeding chapters. 

§i6. Some errors of consumption as aggravating causes of 
Indian poverty. — Whatever tends to reduce the productivity of the 
people must be regarded as a cause of poverty. But besides low 
production unwise consumption may also act as a drag on economic 
progress. Intelligent consumption or ‘rational destruction of 
utilities’ requires ‘reflection, intelligence and imagination’.^ Great 
wealth often breeds great wants, many of which are, evil and un- 
wholesome and, like undutiful children, eventually .sink the wealth, 
from which they have sprung, down into poverty. But apart from 
the economic ruin which extravagant expenditure, may liring on 
the possessors of great wealth, senseless expenditure on such 
luxuries as do not add anything to the fulness and richness of 
life is also injurious to the community, because it diverts so much 
capiuil and labour from the production of neccs.sarie.s. Nor are 
the rich alone guilty of harmful extravagance. In most countries 
the poorest classes are, by reason of their very poverty, the most 
reckles.s and extravagant. The opposite vice of niggardlinc.ss 
masquerading as thrift, characterizes some sections of the people, 
particularly members of the middle classes, and certain communities 
like the fnarwans , who often .stint themselves and save where 
they ought to spend freely. It has been observed that regard for 
‘a fuller life in the present for the earner and a greater tendency 
to leave the succeeding generation, provided that it is well trained 
and equipped with personal capital, to look to its own welfare, [is] 
replacing the older view, which Inculcated a slow accumulation of 
savings in order that the cliildren might start with a better equip- 
ment of material capital’.* This attitude is partly due to a real 

^ Cf. ‘To spend money .well is a harder task than to earn money well. In 
earning, the task is generally prescribed, but in spending, the spender takes the 
initiative. It is no longer passive obedience, but a good will tlint Is required.’— 
]. S- Nklwhon, Frinciples of political }i'cottomy, vol. Ill, p. 436. 

“ VV. H, Coates on the ‘Report of the Committee on Nationnl Debt and 
Taxation’, Journal of Jha Royal StaUsUcal Society (1937), Vol. XC, Part II, 
,P-, 3 S 6 ". ^ 
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clianj:;e in tlic psychology of the people, one of the many significant 
results of the War. But it is probably also due to some extent 
to tlie great rise in prices which took place after the War. The 
incomes of the. middle classes did not rise in proportion to the 
rise in prices, and consequently tlie savings that the}'- might have 
been able Lo make with cconopiy and self-denial ceased to appear 
worih while owing to the reduced purchasing power of money. 
Indications are not wanting that a similar change, though on a 
smaller scale, is taking place in India in the attitude of tlie middle 
classes, whose standard of living has visibly risen during recent 
times. To some extent, this change ought to be welcome because 
reaT thrift often consists not in saving money but in spending it 
on an increase of well-being in the present, so as to make it 
promote well-being in the future. The unduly timid frugalities of 
some people as well as the reckless improvidence of others are alike 
censurable as impairing the economic strength of the nation. It 
is not possible , here to deal in detail with the problem of consumption 
in India in all its aspects. There is, however, no doubt about the 
general truth of the contention that the evil of poverty in India, 
thoug"!! mainly due to low production, is further aggravated by 
ill-regulated consumption, and we propose to dwell here more 
particularly on one form of unwise consumption which has recently 
excited much attention. It is scarcely necessary to point out that 
there is a vital relation between physical efficiency and ' diet. As 
the German proverb has it, ‘A man is what he eats’ {Man ist. was 
:er isst). The dietary adopted by people in most of the provinces 
in India has so far been controlled by local circumstances and 
depended on the kind of food that can be grown on the spot. The 
consequence of this has been that the staple food of the people 
in some of the provinces is lacking in important nutrient substances. 
The differences in tlie physical efficiency of Indian races, such as 
the Sikhs, the Gurkhas, the Marathas, the Kanarese, the Bengalis 
and the Madrasis may be chiefly attributed to the differences in 
their staple diet, and have now been ‘definitely correlated with 
differences in the biological value of foods which necessity, habit, 
or religious prejudice has forced them to use’. The researches of 
Lt.-Col. R. McCarrison and others in malnutrition as a cause of 
physical inefficiency and ill-health are very instructive and have 
shown the relative nutritional values of the national diets in India. 
They point out that rice, which is the chief food of many people in 
India, especially in Madras and Bengal, is fundamentally a poor diet, 
deficieiil in important organic salts, and one which does not furnish 
the undefined constituents of food called vitamins, whose importance 
has been revealed by modern investigations. The wheal- and 
11—12 
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meat-eating" people like the Sikhs, Palhans and Gurklias havi' a 
much licttcr physique, than the rice-eating" Bengalis and ’Madrasis. 
The suldition of wheat, milk, butter, meat, etc. grc.'itly improves 
the rice-eater’.s diet, as in the case of the Maratha.s who take prin- 
cipally millels, such as jawar and hajra, and sometimes wheat and 
also milk. The daily use of unsuitable food insidiously undermines 
the constitution and this is a matter of far greater importance than 
is commonly realized. The problem of malnutriliou is dislinet from 
the problem of poverty, because diet is not simply a matter of 
securing" an adequate quantity of food, but of achieving a correct 
balance of the constituents for the maintenance of health and vigour. 
As the Agi-icultural Commission point out, malnutrition and starva- 
tion are not the same. ‘Actually, a person suffering from malnutri- 
tion may be consuming" i"nore than his sj'stem can utilize, and more 
than lie would normally consume if the diet were properly consti- 
tuted. Deficiency diseases result from the ahseiK.’e of some essential 
elements in the diet. Their occurrence is, therefore, no indication 
of poverl.y,^ and consequent scarcity of food. A dietary conducing 
to inaliuitrition may cost more than a well-balanced dietary which 
promotes health.’® 

Widespread propaganda on the basis of authoritative investiga- 
tions ought to be useful in enlightening people as to how better 
value could be got from properly selected food in terms of physical 
well-being without involving- additional expendiUire, The ‘eastern 
drowsine.ss’ and ll.stlessness which characterize the Indian labourer 
are often largel}' due to the factor of food, which is not only in- 
sufficient but also unbalanced, and it is with the latter aspect that 
we are just now concerned. About twenty years ago investigations 
into the jail dietaries of Bengal and the United Provinces were 
made by Col. McCay, which showed that diet is an all-important 
factor, influencing physical development and the general well-being 
of the people. He considered that the inferior physique and vigour 
of the Bengali was most probably due to deficiency of protein in 
his diet, ‘while the inclusion of wheat in gradually increasing propor- 
tions as one passes north from Bihar and Orissa and tlie United 
Provinces to the Punjab, ha.s led to a marked physical change in the 

‘ Dr .Slater calls attention to the tact that ‘in some respects the i-i.sc Ui 
the standard of living has brought physical disadvantage. Thus for example, 
rico-mill.s have imiltiplied, saving housewives the laboriou.s toil- .hut perhap.s 
healthful exercise^-of husking the paddy by pounding ; but also robbing the rice, 
of much of its nutritive value, the vitamins in : the oiiterniost layer of the grain 
being removed with the husk ■ by the machinery.’— -Introductory note to Pillai, 
op. cit., p. xiv. 

- Agricultural Commission Report, pp. 494-5. 
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population I he improvement in communications and transport 
ought to help in remedying- the deficiencies in the diet of a particular 
province by the importation of the requisite food-stuffs from other 
provinces. All this, however, assumes a change in the nature of 
the. demand for food-stuffs on the part of the people concerned, 
and this is a question of education and enlightenment on dietetic 
matters. Col. McCarrison’s researches at Coonoor, and the publicity 
rvhich they have received at the hands of the Royal Agricultural 
Commission, have aroused considerable interest in the country on the 
question of evolving a scientific diet suited to the different climatic 
conditions in the country and the different occupations pursued by 
the people. One of the measures suggested by the Agricultural 
Commission for bringing about an improvement in the general health 
of the people is the development and conservation of the fish 
resources of the country — a task in which they invite tlic Govern- 
ment, Local Boards and the rural community in general to 
participate in an active manner, since the addition of fish offers 
the best chance of enriching the diet of a primarily rice-eating 
people.® .Large sections of the people have no religious or other 
objections to the consumption of fish and full advantage should 
be taken of this fact. 

Recently the growing habit of tea-drinking has been causing 
some uneasiness to dietetic reformers. The habit is especially pre- 
valent in the Presidency of Bombay. There was a time when 
it was a fashion on the part of writei's and reformers even in 
England to decry what was called ‘the vice of tea-drinking’, 
and declamations against ‘tea-bibbers’ were common.'’’ But the 
working classes there have persisted in its use in spite of all opposi- 
tion and declamation until tea has become an important item among 
their necessaries of life. Public opinion with regard to tea-drinking 
has also taken a right-about turn, and tea-sipping instead of being 
reg'arded as a vice has now come to be ‘a sig'n of domesticity and 
temperance’. Tea-drinking is generally advocated as a substitute 
and remt;dy for drunkenness. Another novel advocacy of tea is to 
be found in Dr Slater’s Some Sotith Indian Villages (p. 232), where 

‘■ Agricultural Commission Refort, p. 493-. 

- Ibid., pp. 411-17. The Commission also suggest tlinl. a Central Insti- 
tute of Human Nutrition should be established, with which the research, 
also to be org,nnized by the Provincial Governments, should be co-ordin.ate(i. 
They further recommend a closer collaboration between research on animal 
nutrition and that on human nutrition, and also between all thc.se invc-stigatinns 
in India with similar investigations in other parts of the Empire. ‘The 
problems are so vast that ail the staff and material available should bo mobilized 
to assist in their -solution.’ 

^ Helen ilosanquet, T/je Standard of Life, p. 20, 
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1 neat-eating- people like the Sikhs, Pathans and Gurkhas have a 
much better physique than the rice-eating- Bengalis and Madrasis. 
The addition of wheat, milk, butter, meat, etc. greatly improves 
l:he rice-eater's diet, as in the case of the Marathas who take prin- 
cipally millets, such as jawar and hajra, and sometimes wheat and 
al-so millc. The daily use of unsuitable food in.sidiou,s!y undermines 
the constitution and this is a matter of far greater importance than 
is commonly realized. The problem of malnutrition is distinct from 
the itroblern of poverty, because diet is not simply a matter of 
securing an adequate quantity of food, but of achieving a correct 
balance of tlie constituents for the maintenance of health and vigour. 
As the Agricultural Commission point out, malnutrition and starva- 
tion are not the same. ‘Actually, a person suffering from malnutri- 
tion may be. consuming- more than his system can utilize, and more 
than he would normally consume if the diet were properly consti- 
tuted. Deficiency diseases result from the absence of some essential 
elements in the diet. Their occurrence is, therefore, no indication 
of poverty,* and consequent scarcity of food. A dietary conducing 
to malnutrition may cost more than a well-balanced dietary which 
promotes health. 

Widespread propaganda on the basis of authoritative invesliga- 
tjons ought to be useful in enlightening people as to how better 
value could be got from properly selected food in terms of physical 
well-being without involving additional expenditure. The ‘eastern 
drowsiness’ and listlessness which characterize the Indian labourer 
are often largely due to the factor of food, which is not only in- 
sufficient but also unbalanced, and it is with the latter aspect that 
\vc are just now concerned. About twenty years ago investigations 
into the jail dietaries of Bengal and the United Provinces were 
made by Col. McCay, which showed that diet is an all-important 
factor, influencing physical development and the general well-being 
of the people. He considered that the inferior physique and vigour 
of the Bengali was most probably clue to deficiency of protein in 
his diet, ‘ while the inclusion of wheat in gradually increasing propor- 
tions as one passes north from Bihar and Orissa and the United 
Provinces to the Punjab, has led to a marked phy.sical change in the 

’ Dr Slater calls attention to- the fact that *in some respects the rise in 
the standard of living has brought , physical disadvantage.. Thus for examplfi, 
rice-Biiils 'have multiplied, saving housewives,, the laborious toil-^ibut perhaps 
healthful exercise— of husking the paddy by . pounding ; but also robbing the rice 
of much of its nutritive yaluei the yitaihihs in;' the outermost layer of the grain 
being removed with the husk by the machinery.’ — Introductory note to Pilhu, 
;0p., iCit, :p. Xiv.;.;' ■ ' A : ■ 

^ Agricultural iJe/iort, pp. 494-5. 



THE NATIONAL DIVIDEN'O 


79 


populaLion’. ' The improvement in communications and transport 
ought to help in remedying- the deficiencies in the diet of a particular 
province by the importation of the requisite food-stuffs from other 
provinces. All this, however, assumes a change in the nature of 
the demand for food-stuffs on the part of the people concerned, 
and this is a question of education and enlightenment on dietetic 
matters. Col. McCarrison’s researches at Coonoor, and the publicity 
wliich they have received at the hands of the Royal Agricultural 
Commission, have aroused considerable interest in the country on the 
question of evolving a scientific diet suited to the different climatic 
conditions in the country' and the different occupations pursued by 
the people. One of the measures suggested by the Agricultural 
Commission for bringing- about an improvement in the general health 
of the people is the development and conseiwation of the fish 
resources of the country- — a task in -which they invite the Govern- 
ment, Local Boards and the rural community in general to 
participate in an active manner, since the addition of fish offers 
the be.st chance of enriching the diet of a primarily rice-eating 
people. “ T..arge sections of the people have no religious or other 
objections to the consumption of fish and full advantage should 
be taken of this fact. 

Recently the growing habit of tea-drinking has been causing 
some uneasiness to dietetic reformers. The habit is especially pre- 
valent in the Presidency of Bombay. There was a time when 
it . wa.s a fashion on the part of writers and reformers even in 
England to decry what was called ‘the vice of tea-drinking’, 
and declamations against ‘tea-bibbers’ were common.-’ But the 
working classes there have persisted in its use in spite of all opposi- 
tion and declamation until tea has become an important item among 
their necessaries of life. Public opinion with regard to tea-drinking 
ha.s also taken a right-about turn, and tea-sipping instead of being 
regarded a.s a vice ha.s now come to be ‘a sign of domesticity and 
temperance’. Tea-drinking is generally advooaled as a suljsiitute 
and remedy fiir drutikenne.ss. Another novel advocacy of tea is to 
bc5 found in Dr Slater’s Some South Indian Villages (p. 232), where 

’ Agriciiltuml Commission Re-port, p. 493. 

• Iljiil., pp. 411-17. The Commission also suggest that a Genli-al Insli- 
tiitc of Human Nutrition should be established, with which the research, 
also to be organized by the Provincial Governments, should be co-ordinated. 
They further recommend a closer cpllaboration between' research on .anim.ul 
nutrition and that on human nutrition, and also . between all these investigations 
in India with .similar investigations in other parts of , the Empire. 'The 
problems are so vast that all the staff and material available should be mobilized 
to assist in their solution.’ - 

Helen Bosaiujuet, The Standard of Life, p. 30. ' 


lie lemarks that the Indian peasant is very poor in one particular 
commodity, which he does not properly appreciate, and that is good 
drink. ‘The great mass of people drink filthy water, watci' drawn 
from rivers and irrig-ation channels and containing every kind of 
impurity, and from stagnant tanks which are also little better 
guarded.’ Dr Slater believes that ‘one of the greatest benefits 
which could be conferred upon India at the present time would Ire 
to popularize the use of tea, the cheapest of all boiled-water drinks’. 
And he commends the efforts made by the managers of the 
Buckingham and Carnatic Mills in Madras to popularize tea in the 
schools, for half-timers and children of mill-hands. But the uses 
of tea as avoiding the dangers of drinking impure water may be 
regarded as problematic, because these dangers are not eliminated 
so long as some water at least continues to be used for drinking 
purposes not to speak of the evils of tea-drinking itself. The more 
effective way would be to ensure the supply of pure water. Indeed, 
as offering an alternative to alcohol, teashops must undoubtedly be 
regarded as a boon. At the same time there can be no doubt 
that excessive tea-drinking is harmful to the constitution in a hot 
climate, especially when inferior brands are used, as in most tea- 
shops in India. Some steps seem to be necessary in order to ensure 
that reasonably good tea is sold in these teashops, instead of the 
vile decoction generally served, though after all the most effective 
remedy would be an Improvement in the taste of the people them- 
selves. For the rest, we have already admitted that teashops 
have a distinct role to perform in the task of checking the growing 
evil of drunkenness and at the same time providing a comparatively 
harmless stimulant, the need for which, in the case of people wno 
have to undergo exhausting physical labour, cannot be ignored. 
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§1. Importance of transport. — Improvements in the means of 
communication and conveyance of men and goods have always 
played an important part in the history of civilization. A good 
system of communications by land, water, and, we must nowa- 
days also add, by air, is one of the most important of all the 
requisites for the prosperity of a nation. It breaks down the 
isolation of the different parts of a country and brings them into an 
organic relationship with one another. It increases the contact 
between town and villag'e to the mutual advantage of both. It is 
the very life and soul of trade and it acts as a stimulus both to 
agriculture and to industry. In short, it enables a country to utilize 
its economic resources to the best possible advantage. The im- 
portance of transport from the military, administrative, cultural, 
and social points of view is hardly in need of special emphasis. 
Throughout the whole history of India difficulties of communica- 
tion have been a pi::£dQminant factor in aetermining political and 
economic development. These difficulties have been removed in 
modern times to a certain extent by railway, telegraph, motor, and 
other forms of transport. But they still constitute a great obstacle 
to the advance of motlern industry. The expenditure involved in 
equipping the country with an up-to-date system of transport at all 
adequate to its requirements would be enormous. India is a sub- 
continent, the distances to be traversed are tremendous and the 
natural obstacles to be overcome in passing from one region to 
another are formidable, while even wdthin a restricted area, internal 
communicalion often breaks down altogether in the rainy season. 
Again, India is less fortunate than other countries, like England, 
in respect of waterways, which historically have played a very 
important part in facilitating commerce in many countries, especially 
before the advent of railways. 

The. means of communication in India were comparatively very 
defective till as late as the middle of the nineteenth century, and 
were reminiscent of England in the middle of the eighteenth century, 
though, owing to the more favourable climatic conditions, the roads 
were belter in India than in England. The railways of cour.se had 
yet to come, and the few trunk roads constructed by Indian rulers, 
especially in northern India by the Moguls, were thoroughly 
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inadequate even for the very moderate needs of tlie r.ountrv in those 
days."- Many of the so-callcd roads were mere tracks cut Iry 
villag-e carts across the face of the country, and wheeled tralTic 
was for the most part impossible during the rainy season. Pack 
animals led by caravans or labans were the only means of access 
to many jiarts of the interior. Moreover, the roads were unsafe, 
being infested by highwaymen like the Thugs and the Puuiharis. 
I'hcre were; no navigable canals to speak of, though a few regions 
such as those Jilong the Ganges and the Indus — which were then 
great natural highways of commerce — and the coastal districts were 
more fortunately situated in this respect than others. On the 
whole, the state of communications in northern India with its 
vast, plains easily traversable in the dry season, its navigable rivers 
and a few ‘made’ roads, was much more satisfactory than in the 
peninsula with its rugged mountainous territory and poor facilities 
for water transport except on the two coasts.^ 

We have already discussed the economic and .social effects of 
the imperfect means of communication and dwelt on the isolation 
and the self-sufficiency of the village and the prevalence of local 
economy with all its attendant handicaps in respect of markets and 
division of labour; the immobility of labour and the conservatism 
of the people; and the violent dislocation of the otherwise smooth 
routine of economic life in times of scarcity and famine.® A veri- 
table economic and social revolution has, however, been wrought by 
the modern improvements in communication and transport dating 
from the time of Lord Dalhousie, w'bo initiated a vigorous public 
works policy. In this chapter we shall give a short account of the 
varioins efforts made in this connexion. 

We may for the sake of convenient treatment divide the subject 
into its three main sub-divisions : (i) railways — at present the mo.st 

“ See W. H. Morel.^nd, India at the Death of Akbar, pp. 1C6-7. 

* 'Some idea of the conditions in the south will be gained from the report 
of the Public Works Commissioners, appointed by the Madras Government. 
They report that at the beginning of the century (nineteenth), there was an 
almost complete absence of any roads in the Presidency. . . . The following 
description of the best kind of road is very illuminating. They write “. . . nearly 
the whole of the made roads (so called) are only so far made as just to he 
practicable for carts. They admit of carts moving in the dry weather with 
light loads at a very slow pace and by very short stages. But by far the 
gre-ater portion of the.se roads are unbridged and a heavy shower cuts olf the 
communications wherever the . stream, crosses , a line and they are in m.any 
cases so unfit to’ stand (he efifecits tof .the wheels while the .surface is Wet, that in 
monsoon months they are .out of. .use except ' for cattle or foot passengers.“’ ’— 
Gadgif,’ op. cit., p. 4., ■ ' 

“ .See vol. I, ch. V. 
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important part of India’s system of communications; (ii) roads; 
and (iii) waterways. 

Railways 

§2. Diversity of relations between the State and the railways.'— 
A special feature of the Indian railway system is the diversity of 
relations between the Statft and tlie railways in respect of 
ownership and control. Of the important lines situated in British 
India, or in which the Government of India are interested, five 
are owned and worked by the State (the North-Western Railway,' 
Eastern Bengal Railway, East Indian Railway, with which has been 
amalgamated the Oudh and Rob ilkund Railway from i July 1929, 
Great Indian Peninsula Railway, and Burma RaiKvays); five are 
owned by the State but worked on its behalf by companies enjoying 
a guarantee of interest from the Government (the Bombay, Baroda 
and Central India, Madras and Southern Mahratta, Assam-Bengal, 
Beng'al-Nagpur, and South Indian railways) ; two important lines 
(the Bengal and North-Western and Rohilkund and Kumaon) and 
many others of less importance are the property of private 
companies, some being worked by the owning companies, some 
by the State or by the companies that work State-owned systems ; 
several minor lines arc the property of the District Boards or enjoy 
a guarantee of interest granted by such Boards. There ai*e also 
certain Indian State lines like the H. E. H. The Niaam’s State 
Railway (which before 1930 ivas the property of a company and was 
known as the Nizam’s Guaranteed State Railway). Of the total open 
route of Indian railways amounting to 42,961, miles on 31 March 
1933, the State owned siVyio, miles or about 74 per cent, and 
directly managed 19,142 miles or about 44 per cent of the total 
mileage open at the end of the year. 

§3. Main periods of railway history. — It is necessary to review 
the history of Indian railways and the many changes in Government 
railway policy in the course of it, in order to understand this 
perplexing diversity of conditions in regard to the agency by which 
the railways arc managed and of the relations of the Government 
with the various classes of companies. 

Six more or less well-defined periods in the history of Indian 
railways may be distinguished,: (i) 1844-69 : the old guarantee 
.svstem; (ii) 1869-79: State construction and management ; (iii) 
1879-1900: the new guarantee system ; (iv) 1900-14 : rapid ex- 
tension and development, and commoncernent of railway profits ; 

‘ See lii'pnrt on Indian Railways (1933-4), vol. I, p. 86. 

’ Includes the Delhi-Ambala-Kalka. and Southern Punjab Railways which 
were purchased by the Secretary of State on 31 March 1926 and r January 
1930' respectively. '■ 
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(v) 1914-21: breakdown of the railway system under the stress 
of War conditions; and (vi) 1921 onwards : the Acworth Committee 
and the overhauling of railway policy on the basis of direct manage- 
ment and control by the State. 

§4. The old guarantee system ( 1844 = 69 ). — ^'I’he first proposals 
for the construction of railways were made in 1844 and 
contemplated the construction of lines by railway companies incor- 
porated in England and enjoying a guarantee by the East India 
Company of a specified return. Accordingly, contracts were made 
for the construction of two small railway lines near Calcutta and 
Bombay with the East Indian Railway Company and the Great 
Indian Peninsula Railway Company respectively. But the plan of 
entrusting the construction and management of Indian railways to 
guaranteed companies did not come to be generally adopted till 
after 1854. It was Lord Dalhousie’s famous Minute on the subject 
in 1853, that gave a decisive turn to the Government policy in 
this direction. In this Minute, Lord Dalhousie, reviewing the whole 
situation, pointed out the great advantages to India of the con- 
struction of a network of railways. He urged the creation of a 
system of trunk lines connecting the interior of each Presidency 
with its principal port and connecting the different Presidencies with 
one another. Lord Dalhousie referred in the following terms to 
the benefits which he expected from railways both to India and 
England: 'Great tracts are teeming with produce they cannot 
dispose of. Others are scantily bearing what they would carty in 
abundance if only it could be conveyed whither it is needed. 
England Is calling aloud for the cotton which India does already 
produce in some degree, and would produce sufficient in quality 
and plentiful in quantity if only there were provided the fitting 
means of conveyance for it from distant plains to the several ports 
adapted for its shipment. Every increase of facilities for trade 
has been attended, as we have seen, with an increased demand 
for articles of European produce in the most distant markets of 
India. Ships from every part of the world crowd our ports in 
search of produce which we have or could obtain in the interior, 
but which at present we cannot profitably fetch to them, and new 
markets are opening to us on this side of the globe under circum- 
stances which defy the foresight of the wisest to estimate tbeir 
probable value or calculate their future extent.’ He explained his 
reasons for preferring the agency of companies, under the supervision 
and control of the Government, to direct construction by the 
Government, Not that he had any doubts regarding the capacity 
of State engineers, but he thought that the withdrawal from other 
important duties of the large number of officers required would be 
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dutrimcnlal l.o the public Inlerest, and that the conduct of com- 
mensal Liiulerlakings did not fall within the proper functions of the 
(.Tovernnicnt, especially in India, where it was necessary to dis- 
Cfjurage, the people’s habit of dependence on the Government for 
everything. One of the results which Lord Dalhousie contemplated 
with satisfaction from rapid I'ailway construction hy British com- 
panies was a more extensive employment of English capital and 
enterprise in Indian trade and manufactures. These companies, he 
suggested, should enjoy a Government guarantee of interest, for 
without it private capital would not brave the risks of such pioneer 
enterprise or undertake the expensive engineering' work involved in 
railway construction in a sub-continent like India. 

In accordance with Dalhousie’s plan, contracts were entered into 
with eight companies between 1854-60 for constructing and manag- 
ing railways in different parts of India. A fi'esh stimulus to railway 
construction was given by the experience during the Mutiny period, 
when movements of troops and material were seriously impeded 
owing- to defective transport. The main features of the contracts 
with the early guaranteed companies were as follows : — (i) free 
grant of land; (ii) a guaranteed rate of interest, ranging from 4^ 
to 5 per cent and payable at aad. per rupee; (Hi) utilization of half 
the surplus profits earned by the companies to repay the Govern- 
ment any .sums by which they might have had previously to make 
good the guarantee of interest, the remainder belonging to the 
shareholder,? ; (iv) reservation of certain powers of supervision and 
control by the Government in practically all matters of importance 
except the choice of staff; and (v) option to the Government to 
purchase the lines after twenty-five or fifty years on terms calculated 
to l3C the equivalent of the companies’ interest therein. 

I'his system, however, proved to be a great drain on the resources 
of the State and a burden on the taxpayer in India. For the 
companies were unable to earn their five per cent and called upon 
the Government to make good the deficiency. The deficit in the 
railway budget amounted to Rs. 1,66,50,000 by 1869. This was 
attributed by several critics like Lord Lawrence, who in his Minute 
in 1867 had strongly condemned the guarantee system, to the 
extravagance of the companies who had no incentive for economy 
of construction under the guarantee system.^ The Acworth Railway 
Committee, however, have expressed the opinion that the formation 
of English domiciled companies was the only wise course for the 
time, in view of the urgent need for railways in India, and the 
.shyness of Indian capital making it necessary to offer special 

* Sgg R. Dutt, The Economic History of India in the Victorian Age, pp. 355-6. 
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attractions to British capital for this purpose. However, other.s 
have questioned the wisdom of this policy and denied that Knglisli 
capital could have been attracted only by the inducement of a 
guaranteed lafc of profits. For example, it was put in evidence 
before the Parliamentary Committee of 1872 by William Thornton 
that unguaranteed capital would have gone into India for the 
construction of railways, had it not been for the guarantee. 
England had an immense amount of capital which had no scope 
for remuneriitive investment at home, and which, therefore, was 
seeking outlets in South America and other countries, and it was 
not conceivable that it -would persistently have neglected India. ^ 
It also remains an unproven a.ssumption that the rate of interest 
that -was actually guaranteed was in point of fact necessary. 
There are good grounds for believing that British capital and 
enterprise could have been tapped by the offer of an appreciably 
lower rate, having regard to the then prevailing easy conditions 
of borrowing in the English money-market. This contention is 
sti'cngthened by the later experience of the Government when 
they were, without much difficulty, able to enter into contracts under 
the revised guarantee system on terms much less favourable to the 
companies in respect of the guaranteed rate of interest and other 
concessions. Apart from the loss to the country due to unncce.s- 
sarily liberal terms granted to the companies, we may also point 
out that while the Governmept showed their active Interest in the 
promotion of raihvays, they did not exert themselves to build up 
any of the industries required to supply the materials demanded 
by the raihvays and this made them all the more expensive. 

§5. State construction and management ( 1869 * 79 ). — Being dis- 
satisfied with the financial results of the old guarantee system, the 
Government made an unsuccessful attempt during 1862-4 to secure 
the construction of railways in India on terms more favourable to 
themselves than those in the contracts with the original companic.s. 
An annual subsidy at a certain rate per mile of line, instead of a 
guarantee, was granted to a few companie.s, like the Indian Branch 
Railway Company, which later changed its name to the Oudh and 
Rohilkund Company. The Government of India were not prepared 
to continue the old guarantee system, their objections being the 
extravagance of the companies, the absence of eficctive Government 
control over them, the inconvenience to the Government of a guaran- 
teed rate of interest on, the capital of the companies, and the remote- 
ness of the pro.spect of securing a share of the surplus profits to 
themselves. Two important changes were consequently made. In 


- See Dutt, op. cit., p, 390. 



TRANSPORT 


187 


the case of some of the more important railway companies, like the 
Great Indian Peninsula, the arrangements regarding the distribution 
of surplus profits were altered so as to enable the Government to 
claim half the surplus profits for each half-year unconditionally, 
the Government relinquishing their right to purchase the lines at the 
end ol the first twenty-five years from the dates of the respective 
contracts. An even more important change in policy — remarkable 
for the sixties when laissez-faire ideas held the field — occurred when 
the Secretary of State decided that, so far as capital for new lines in 
India was concerned, the State should secure for itself the full benefit 
of its own credit and of the cheaper methods of construction, etc. 
which it was expected it would be able to use. Accordingly, for 
several years after 1869, the capital expenditure was chiefly incurred 
direct by the Government, and no fresh contracts with guaranteed 
companies were made. It was decided to borrow annually amounts 
up to two million pounds for constructing lines to be managed by 
the State, and a new cheaper gauge, namely the metre gauge, was 
adopted. A vigorous programme of railway construction then 
followed with satisfactory results so far as the costs were concerned. 
But the main difficulty was in respect of continuous and adequate 
provision of funds. In the first place, the Sind and the Punjab 
lines (later known as the North-Western) had to be converted from 
metre to broad gauge for strategic reasons. In the second place, 
the financial difficulties of the Government were increased by the 
inroads which the falling rupee was making on the exchequer, and 
also by the famines between 1874 and 1879. These difficulties 
were aggravated by the Frontier War with Afghanistan. Moreover, 
the Famine Commission of 1880 held that 5,000 additional miles 
of railway were urgently needed and that the country could not 
be held safe from famines until the Indian railway mileage had 
aggregated to 20,000.' The Government were thus forced to the 
conclusion tliat the State alone could not find sufficient funds for 
pushing ahead with railway construction as fast as the Famine 
Commission recommended, and decided again to take the help of 
capital borrowed by private companies, especially because it was 
then thought that a limit was necessary to the capital borrow'ed 
annually by the Government. 

gfi. The new guarantee system ( 1879 “ 1900 ).— Thus by the early 
eighties the current of thought in favour of State management had 
spent its main force, and a new period in railway, history was 

* By the end of 1879, in about twenty-five years from the Introduction of 
railways in India. fi.iaS mile.s of railway had been constructed by companies 
at an fippi-nximate cost of ;^97, 870,000, and 2,179 miles by the Government 
at an approximate cost of p^33, 690, 000. 


iS8 


INDIAN ECONOMICS 


ushered in when the Government decided again to utilize the agency 
of guaranteed companies with certain modifications of the old terms 
as recommended by the Famine Commission, and contracts were 
made with the new guaranteed companies, such as the Bengal- 
NagpLir, and the Madras and Southern Mahratta railway cornpanie.s. 
Tile chief differentiating features of the new guarantee system were 
as follows: — (i) the lines constructed by the companies were 
declared to be the property, of the Secretary of State for India, who 
had the right to determine the contracts at the end of approximately 
twenty-five years after their respective dates, or at subsequent inter- 
vals of ten years, on repaying at par the capital provided by the 
companies; (ii) interest was guaranteed on the capital raised by the 
companies at a lower rate, the most usual rate being 3|- per cent; 
(iii) the Government retained a much larger share (usually three- 
fifths) of the surplus profits for their own benefit. 

Thus the lines constructed under the new system by IIkj compa- 
nies were from the beginning the property of the Government, though 
the companies were given a certain guaranteed rate of interest on 
the portion of the capital raised b}' them and were allowed to manage 
the lines when completed. 

Similarly, when the contracts witli the old guarantee companies 
expired, the Government in most cases exercised their right of termi- 
nating them, though the method of making use of this right differed 
in different cases. In some cases, for example the Eastern Bengal, 
the Oudh and Rohilkund and the Sind-Punjab railways, the lines 
were purchased and transferred to State management. In other 
cases, like the East Indian and the Great Indian Peninsula, the lines 
were acquired by the State, but were handed over again for manage- 
ment to the same companies under revised contracts. So also, when 
the contracts with the new guarantee companies expired, though 
arrangements were made for the continuance of management by the 
original companies, the Government secured moi-e favourable 
financial conditions by various methods, such as reduction in the 
companies’ share of capital and in the rate of interest guaranteed, 
and further modification of the clauses relating to the division of 
.surplus profits. 

§7. The present position. — ^The existing arrangements between 
the Government and the guaranteed companies may be conveniently 
.summed up at this .stage. The State has now come to be the owner 
of the bulk of the trunk lines. The greater part of the capital ha.s 
become its property, either through having, been originally supplied 
by it or through the acquisition by the Government of the com- 
panies’ interests on the termination of the old contracts. The capital 
originally contributed by the companies has thus come to be only 
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a small proportion of the total cost of the existing system. When 
funds are required for further capital expenditure the Government 
have the option of either tlieinselves providing them or of calling 
on the companies to do so. The management of the railways, 
except in a few cases, has been left to the companies, though they 
are subject to Government control, exercised, since 1905, through 
the Railway Board created in that year, witli regard to matters 
like the standard of repairs, rolling stock, public safety, co-ordina- 
tion of the railway systems, train services, rates and fares, etc. 
The Government have also the power of appointing a Government 
Director to the boards of the companies. All these contracts 
(except one fixed for a term of twenty-five years) are terminable 
at the option of the Secretary of State at specified dales on 
payment of the companies’ capital at par. The last of these 
contracts to expire will be the one with the Bengal-Nagpur Railway, 
which terminates in 1950. 

§8. Branch line companies. — Other types of railway companies 
also came into existence in this period. Indian States were invited 
to undertake railway construction in their own territories, and 
Hyderabad .State was the first to do so, by extending a guarantee to 
the State railway formed for the purpose. In this way nearly 
5,000 miles have been constructed by Indian States who own the 
bulk of these lines. An attempt was also made to encourage the 
construction of feeder lines by branch line companies, who were 
offered, in 1893, rebates on gross earnings of the traffic interchanged 
with the main lines, so that the dividend might rise to four per cent. 
These rebate terms being found unattractive had to be revised from 
time to time so as to provide for an absolute guarantee, with a share 
of surplus profits or a more favourable rebate, .so as to meet the 
requirements of the, market. Under these terms a number of branch 
line companies were formed. But on the whole, this system has 
not worked well financially, and was adversely criticized by the 
Acworth Committee, who described it as a fifth wheel in the coacli. 
While admitting that it enabled lines to be built which otherwise 
could not have been built, the Committee recommended that the 
Government should abandon the old policy by reducing the number 
of the existing branch line companies by amalgamation, and should 
undertake the construction of such lines themselves, except when 
they could not or would not provide adequate funds — a contingency 
wliicli did not then seem likely. In conformity with these recom- 
mendations the Government decided in 1925 to find the necessary 

’ The recent transfer of some of the railwhy-s to .State management inarlcs 
the beginning of a new policy to be described later. 
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capital themselves for the construction of branch and feeder lines. 
They have also expressed their willingness to construct such lines 
lor purely local or administrative convenience upon a guaranleo to 
the Railway Board against loss by the Local Government or local 
authorities concerned. 

gg. Hapid extension and development of railways and com- 
menceinent of railway profits, 1900-14. — ^The main features of this 
period were the rapid development of railways as part of a new and 
much more vigorous policy of national development affecting almost 
every brand) of economic life. The railways attained to the dignity 
of a .separate department in 1905, when the Railway Branch of tlic 
Public Works Department was abolished, and a Railway Board 
consi.sting of a president and two members was established at the 
liead of the I'ailway system under the Department of Commerce and 
Industry. A fresh impetus was given in 1908, when the Mackay 
Committee on Railway P'inanee laid down for the future a standard 
of ;^T 3,500,000 as the annual programme for capital expenditure 
on railways, though it was to be subject to periodical revi.sion. 
Although the Govcrnnicnt were neither able to attain the standard 
recommended by the Mackay Committee nor allowed to adhere over 
a series of years to any uniform rate, they spent sums considerably 
larger than had been the case in previous years. The railway 
mileagfe in this period increased from 24,753 in igoo to 34,656 
miles in 1913-14, and the capital outlay, from Rs. 339’53 crores to 
Rs. 49S'o9 crores. 

Another notable characteristic of this period wa.s the commence- 
ment of railway profits in 1900. The unprofitable character of 
railways approximately till that date was due to uneconomical con- 
struction and management by the old guarantee companies, the 
construction of imreniunerativc strategic lines, like the North- 
Western Railway, and those constructed for the purpo.se of famine 
relief, and the absence of traffic to make a succes.s of this new 
means of transport, which could not at once quite fit in with the 
existing economic organization of the country. The lo.sse.s to the 
State until 1900 amounted to ;^si,530,ooo. After that the. railways 
began to yield a net return to the State on the capital outlay 
at charge, thanks to the general economic development of the 
country and especially of the Punjab and Sind under their irriga- 
tion works— which have enabled even the Frontier Railway, for a 
long time regarded as the Cinderella of Indian railway.s, to pay its 
way-^and the renewal of the original contract.s with the; guaranteed 
companies under terms more favourable to the Governmeut. The 
gain to the State was small for the first ten years after igoo, but 
by igiS-ig the total gain had aggregated to ;<<,’44,74o,ooo. Rail- 
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W’ay profUs, however, are subject to remarkable variation from 
year l:o year, depending as they do on the agricultural position 
and the course of the internal and external trade of the country. 
The adoption of the I'ecommendations of the Acworth Committee, 
and the retrenchment carried out as suggested by the Inchcape 
Committee (1922-3), placed Indian railways in a sounder financial 
position than before. On the capital at charge of the State, the 
gross profits (gross receipts minus working expenses) have varied 
as follows during recent years. 


Year j 

Percentage j 

. Year : 

Percentage 

1913-14 

S-oi 

1926-7 

4-‘)S 

1916-17 ! 

6-46 

1927-S 

S-3 

1918-ig 1 

7-S3 

192S-9 

.5-22 

I92I..> i 


1929-30 

4-65 

1923-3 

4-38 

1930-1 

3-46 

1923-4 

.S-24 


3 

1924-3 

5-8s ■ 



1925-6 

1 S-3I 

i9.i3-4 

,.,i 


The Retrenchment Committee laid down that a five and a half 
per cent net return on the capital outlay should be aimed at by 
the railways. Regarding the railway profits declared by the 
Government, Mr Chandrika Prasad observes: ‘In declaring surplus 
profits on the railways, especially during recent years, the ordinary 
commercial principle of allowing for depreciation on stock has not 
been applied.’ He contends that the profits declared must be 
subjected to considerable discount on this account. This position 
was upheld by the Acworth Committee, who strongly recommended 
that each railway should make adequate provision annually for the 
maintenance and the renewal of its permanent way and rolling- 
stock. The question of the financial results of the working of 
railways will be further dealt with in chapter xi. 

§10. Breakdown of the railway system ( 1914 - 21 ).— This period 
is characterized by the utter breakdown and rapid deterioration of 
the railways, partly because of the strain to which they were sub- 
jected by the necessity of having to provide for the large movements 
of troops and materials at a time when a part of the rolling stock, 
staff, etc. was required for the construction and working of the 
military railways in Mesopotamia and other theatres of war, and 
partly because of the general financial embarrassment of the 
Government, who were compelled seriously to curtail the annual 

‘ Owing tnainly to the adverse effects of the trade depression the railways 
have had to .sustain heavy net fosses after paying interest charges since the 
year 1030-1. For further particulars see chapter xi. 




programme of capital expenditure on railways. To add to all thifi, 
it was extremely difficult to obtain any railway material from 
England during- this period. Not only had the fresh extension of 
railways to be practically held up but even the existing lines could 
not be maintained in good condition. The Acworth Committee give 
in the following terras a picture of the breakdown of the railway 
.system under the stress of War conditions: ‘There are scores of 
bridges with girders unfit to carry train loads up to modern require- 
ments; there are many miles of rails, hundreds of engines, and 
thousands of wagons, whose rightful date for renewal is long 
overpast.’ It is no matter for surprise, thei'efore, that loud 
complaints were made by the public and the trading community 
about the great inconvenience to passenger and goods traffic. 
Public opinion was becoming steadily hostile to the management 
of the bulk of the State railways by English domiciled companies 
and demanded that the State should take over the management 
wherever possible. 

§11. The Acworth Committee and after. — It was also being 
increasingly realized that the Railway Board, as It was constituted, 
was not able to take the initiative in laying down railway policy 
and failed to exercise effective control over the railway administra- 
tion, especially in regard to fares and rates, beiitg overloaded with 
routine, trammelled by unnecessary restrictions and handicapped by 
its ignorance of local conditions and inadequate provision for tech- 
nical and inspecting staff. So also the need for a fresh lead was 
felt in respect of the futui'c policy of railway finance. All the.se 
questions were, therefore, referred to a special committee appointed 
in November 1920, and presided over by a railway expert from 
England, the late Sir William Acworth. The immediate cause of 
the appointment of the committee, how’ever, was the question as 
to the action to be taken in connexion with the East Indian Rail- 
way, State-owned but managed by the East Indian Railway Com- 
pany, whose contract with the Government was terminable in 
December 1919. As a temporary measure the old contract was 
extended to the end of 1924, and the general questions arising out 
of the discussion regarding the respective merits and demerits of 
various fjossible systems of management were referred to the 
Acworth Committee. After a comprehensive inquiry the Committee 
issued their Report in the following year embodying- their findings 
on several questions of importance which we shall now proceed to 
review. We shall, however, first deal with the State versus 
company management controversy. 

§12. Case for State management in India.— On theoretical 
grounds the case against railway management by the State may 


TRANSPORT 


193 


be conceded to be overwhelmingly strong.* But when we come to 
consider, with rel'erence to any particular country, whether it ought 
to adopt company or Stale management, simple appeal to theory 
is oi little use. Actually, historical causes rather than theoretical 
considerations have determined any particular system in operation, 
and different countries are prospering more or less under different 
systems. In India, the presumption is in favour of the Continental 
principle that whatever can be done by the Government should be 
thus done, rather than the Anglo-Saxon principle, that whatever can 
be done without the Government should be thus done. The 
Government undertake railway business for various reasons, either 
political, or in order to make up for the lack of private enterprise, 
or again, in order to secure for the people cheaper rates, better 
facilities and more impartial treatment of the various interests. All 
these reasons have been more or less powerful in India in strength- 
ening the case for State management. Moreover, company 
management in the true sense of the word is impracticable in this 
country, and, therefore, as the Majority Report of the Acworth 
Committee points out, the whole reference to foreign countries and 
the relatively greater success achieved by company management 
elsewhere is irrelevant. State ownership already exists for the most 
part in this country and also direct State management to some 
extent, as in the case of the North-Western Railway and Eastern 
Bengal Railway, to which have been added recently, the East Indian 
Railway (1924), the Great Indian Peninsula (1925) and the Burma 
Railways (1929). Most of the State-owned railways were, however, 
managed until lately by companies with a London domicile, and 
even today nearly forty per cent of the State-owned railways are 
managed by companies. But the opinion that the management of 
all the railways should be taken over by the State is gaining steadily 
in strength and vehemence. It has been supported by the Majority 
of the Acworth Committee and non-official Indian public opinion 
generally. There is a general consensus of opinion that, in any 
case, management by companies, at least in the present form — that 
is to say, by companies with a London domielle — has got to go. 
The Acworth Committee, however, were divided as to whether the 
alternative should be State management, or management by 
companies with an Indian domicile. The majority, headed by Sir 
William Acworth the Chainnan, pronounced definitely in favour of 
the former alternative, for though they confessed that most of them 
approached the question with a strong prepossession in favour of 
private enterprise as a general proposition, the special conditions 

’■ Consult on this subject W. M. Acworth, State Rail-way Oibnership, 
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in India pointed unmistakably to State management, 'riu; ca.sc lor 
Statc management in India may be put as follows.* 

Though a company inve.sting its own money, managing its own 
property and judging- its officials by their success in producing 
result.s in the shape; of dividends usually conducts business with 
more enterprise, economy and flexibility than are i;ommon in Iiusi- 
ne.sses dii'ectly managed by the State, the Engli.sh com|)anies rrifuiag- 
ing State railways in India have long ceased to be companies 
in this sense. The property entrusted to their management is not 
their own and their financial stake in it is comptirativcly very small.* 
Such a system has never worked satisfactorily in the past and can- 
not be made to do so in tlie future. The management is only 
nominally entrusted to the companies, for the Government, feeling 
themselves to be the real owners, have left really no Initiative in the 
hands of the companies. The Government Director sitting on the 
home board has the power of vetoing any decision of his colleagues. 
The railway receipts arc rccpiirccl to bo paid in their entirety into the 
Government treasury, and money required for revenue expenditure 
can be drawn only subject to restrictions prescribetl by the Govern- 
ment and not ncce.ssarily to the extent desired 1.)y the company. 
Important matters like the creation of appointments, etc. arc largely 
controlled by the Government. Thus the companies cannot and do 
not manage the undertaking, and cannot break new ground in any 
direction except with the sanction of the. Government. The Govern- 
ment do not fed an obligation to take any initiative themselves. 
Nor can they stir up the companies, if the latter are supine. In 
short, it is a system under which a progressive company i.s 
hampered by meticulous Government control over every detail of 
expenditure, and under which, on the other hand, the utmost 
wisdom on the part of the Government is not able to prevent injuries 
caused by the unwise and unprogressive policy of a company’s 
board, both to the revenues of the State and the economic dovdop- 
ment of the country. As regards the proposal put fonvard by the 

‘ Cf. Acivorth Committee Report, par. 210-39. 

■ In thi.s connexion, the following figures will be fountl intere.stiiig. The 
total capital outlay at charge on all railways, including those under cnn.struc- 
tion, amounted to Rs. 884-41 crores at the end of March 1,934. T)ut of this, 
R.S. 79S'2 crores was capital at charge on State-owned railways, including premia 
paid in the purchase of companies' lines. The remainder, Rs. 89-21 crores, 
represented capital raised by Indian States, companies and District Boards. 
By far the greater portion of this amount, namely Rs. 755-08 crorti.s, is 
Government capital and only one-twentieth, or Rs. 40-12 ci-ore.s, i.s owned tiy 
companies. The figures include Rs. :. 34-24 crores on account of c.-lpital expen- 
diture : to the end of, March .1934 .on strategic lines. , See Report on Indian 
Knihiioyi-, (1933^4), vol,. .1, par..3t. 
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Minority, that the management should be transferred from English 
to Indian companies, the first objection is that the Indian companies 
would have only a minority interest in the undertaking. The State 
would remain the predominant partner, appoint one-half of the 
directors and nominate the Chairman and so retain its control. 
Tlie division of responsibility between the Government and the 
Board of Directors would still continue, and the executive oificcrs, 
with a divided allegiance to a Board of Directors which appointed 
and payed them, and to the Government which stood behind the 
directors, could not do the best work of which they were capable. 
Competent business men would refuse to join the Board if they found 
their power limited by Government control and Government regula- 
tions, and this seems inevitable under the plan advocated by the 
Minority. Since it is not proposed that private companies should buy 
the railways out and out from the Government, as this would involve 
rai.sing capital amounting to crores of rupees, the financial interest 
of the companies, as they are proposed to be constituted by the 
Minority, is bound to be small. A mere change in the domicile of 
the company, therefore, would not improve matters, as companies 
substantially independent of Government cannot be formed in India, 
and without such independence the advantages of private enterprise 
could not be gained. Indian domiciled companies, again, would 
not be able to be of much assistance in raising the necessary funds 
for railway cgnstruction. The Government would always have to 
take the larger share of this work on themselves, and they would 
find this ta,sk much easier under a system of State management than 
under company manag-ement. Company management, whatever the 
domicile, v'oulcl be unpopular in India. From the financial, 
economic and political point of view money required for Indian 
railways should henceforward be raised in India itself as far as 
possible and these loans will be more readily subscribed to by the 
public if the Government themselves take over the management of 
the railways. Again, if resort to external loans is necessary, the 
credit of the Government of India and the Secretary of State as 
the greatest bankers of the country is an asset of inestimable 
value. One of the most important arguments in favour of 
State management in this country is die generally accepted view 
that company management has .shown itself wilfully negligent of 
national interests, whether by the manipulation of routes and rate.s 
for tlie lienefit of European interests and to the detriment of Indian 
manufactures and Indian commerce, or by refusing* a fair field to 
Indian talent in the railway services, especially in the higher grades, 
The.se evils would have a greater chance of being* remedied under 
State management. Another advantage expected from State 
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management is tlie economy in the expenses of working the railways. 
At present the State has to pay not only interest on the company’s 
share of the capital but a share in the profits as well, which under 
State management would accrue to the Government treasury instead 
of going to absentee companies in London, or to private companies 
with an Indian domicile, supposing such were started. There does 
not seem to be any reason to fear that State management in this 
country is likely to be less efficient and therefore less profitable 
than such company management as can be thought of in the present 
circumstances. In so far as actual experience of State manage- 
ment in India is any indication at all, it has shown that it does 
not in any way compare unfavourably with company management, 
Nor does there seem to be any truth in the contention that such 
success as has been achieved by State management in India is due 
to the existence side by side of railways worked by companies and 
to the healthy emulation caused thereby. A serious disadvantage 
of the present system comes from the fact that the vested interests 
of the railways in the different parts of the country control, not 
merely the carriage of goods and passengers, but also the construc- 
tion of new lines, trunk or feeder, and the connexions of two or 
more different lines. Spheres of influence have come into existence 
and form an obstacle in the way of proper railway development. 
Under State management this evil would be avoided, and lines would 
be constructed as demanded by the real interests of the country. 
Again, under State management, the convenience of traders and 
passengers would be much better attended to than is the case at 
present.^ The companies have been charged with making the 
maximum amount of profits their sole object, and there is great 
dissatisfaction in India on account of their alleged neglect of trade 
interests and the interests of pas.scngcrs, more particularly of the 
third-class passengers.^’ The ' grievances of the public have a much 

* As Mr N, B. Mehta points out, the lack of inter-railway competition 
and of a vigilant public opinion has made State control almost a moral obliga- 
tion in India. See Indian Railways : Rates and Regulations^ p. 8i. 

* The case for improving the conditions of third-class travel is often made 
to rest on the contention that the third-class passenger makes the largest contri- 
bution to tlie railway earning.^ from passenger service. Followed to its logical 
conclu.slon, Ibis argument would lead to the ab-surd result that the third-class 
passenger is: actually entitled to better treatment than the first- or second-class 
passenger. If such a simple thing as the provision of decent human conditions 
of travel is at all , in need of, special justifleatipn, this should rather be sought 
in the argument that the policy of a public utility service like the railw.iy 
ought to he informed more by the motive of maximum social .service than 
the ordinary commercial motive of maximum profits. 

It is possible that any substantial Improvement in the condition.s of third- 
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greater chance of being speedily and effectively redressed undcr 
State management. The boards of the railway companies situated 
in London have been generally insensible to such representations 
from Indian interests as happen to reach them. On the other hand, 
European merchants being better organized and better represented 
in England can make their voice more easily heard. Such a state 
of things cannot be regarded as conducive to. the rapid development 
of our commerce and industry. Apart from racial prepossessions, 
control exercised from a distance of 6,000 miles is bound to be 
highly inconvenient, because it unduly fetters the railway executive 
on the spot. 

Point was lent to this controversy when the contracts with the 
Great Indian Peninsula and East Indian Railways were due to 
expire in 1924-3. In February 1923, the matter came up before 
the Assembly. The feeling of Indian non-official members was 
decidedly in favour of whole-hearted State management, with the 
consequence that the simple motion for talcing these two railways 
under State management was passed. They were accordingly taken 
over by the Government for direct management. The Burma Rail- 
ways have also passed under State management from January 1929. 
Reference has already been made to the purchase of the Southern 
Punjab Railway by the State in 1930. It is worked by the North- 
Western, a State-owned and State-managed railway. In view , of 
the strength of public opinion and its unmistakable preference for 
State management, the probabilities are that all the railways in 
course of time will come under Government management. 

§13. Separation of railway finance from general finance. — One 
of the recent changes of outstanding importance vitally affecting 
the efficiency of railways is the separation of railway finance from 
general finance. The Acworth Committee urged the adoption of 
this step on various grounds. In the first place it would remove 
the element of uncertainty in the annual Budget estimates due 
to the inclusion therein of railway profits. These vary according 
to the character of the season and trade conditions, with the result 
that the estimates might be out by several crores of rupees. The 
case, for separation was seen to be even stronger from the railway 
standpoint. The dependence of the railways on the exigencies of 

class travel will immediately le.ad to a considerable shrinkage of railway profits 
(and incidentally to a reduction in the railway contribution to tlie general 
reveniie.s' of tlie country). Apart from submission to . lower profits other 
obvious methods of meeting the cost, of this urgent reform ■would & greater 
economy in railway administration, higher rates for the other services or 
srnaller expenditure on them, and, lastly, increased . fares for the third-class 
passengers themselves. - . . .1 . ■ • 


the General Budget and the financial position of tlie country pre- 
vents them from being run on a commercial basis. The arrange- 
ment which assumed that tlie railway concern goes out of liusiness 
on 31 March every year and begins life afresh at the beginning of 
each official year was obviously detrimental to the railways. 'I'he 
separation of the two budgets was calculated not only to enable 
the railways to be conducted as a business undertaking, but also 
to free the Government from the many difficulties and uncertainties 
of the old system. In view of the importance of the subject a 
resolution was brought before the Legislative Assembly in September 
19a I, when a Joint Committee of the two houses was appointed to 
investigate the question. The committee declared immediate sepa- 
ration to be outside practical politics. They were, however, im- 
pressed with the necessity of rehabilitating the existing railway 
lines, which had been utterly neglected during the War period, 
and recommended a guaranteed programme of Rs. 130 crores to 
be distributed over a period of live years and to be spent upon 
the improvement and completion of the existing lines, and provision 
of better amenities for third-class passengers. The As.sembly 
endorsed this recommendation and it was also induced to accept 
the scheme for separating railway finances from general finama^s 
on the condition of ensuring to the latter a definite ascertainable 
annual contribution from railways, which was to be the first charge 
on their net receipts. This contribution was settled upon the basis 
of one per cent on the capital at charge of commercial lines, ex- 
cluding capital contributed by companies and Indian States, at the 
end of the penultimate financial year, plus one-fifth of the surplus 
profits in that year, interest on capital at charge of strategic lines 
and loss in working being deducted. The Legislative Assembly 
stipulated that if, after payment of the contribution so fixed, the 
amount available for transfer to the Railwtiy Reserve should exceed 
Rs. 3 crores, one-third of the excess should be paid to the 
general revenues. This Railway Reserve was to be used to secure 
the payment of the annual contribution, to provide, if necessary, 
for arrears of depreciation and for writing down capital, aJid gtaie- 
rally to strengthen the financial position of the railways. It 
was expected that by this arrangement the Indian taxpayer would 
be assured of a regular contribution in relief of taxation from his 
investments in railways while the task of maintaining a continuous 
financial policy and of distinguishing between a temporary and 
permanent surplus or deficit in accounts would be immensely faci- 
litated. The first separate railway budget under thi.s si’heinc was 
presented to the Assembly in March 1925. (The financial rcsulL.s 
of the separation convention will be reviewed in chapter xi.) 
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§14. Railway rates policy. — It has been a long--stantiing- Indian 
grievance that the railway rates in this country have been based 
solely on considerations of pecuniary advantage to the railways, 
and, what is much worse, they have been manipulated so as to 
help liuropean merchants and hinder the development of Indian 
industries and enterprise. This complaint "was voiced by Sir Ibra- 
him Rahimtulla in the Imperial Legislative Council in 1915, as also 
by a number of witnesses before the Industrial and Fiscal Commis- 
sions and the Acworth Committee. One of the specific charges in 
this connexion is that the I'ates are framed so as to encourage 
traffic to and from the ports at the expense of internal traffic, thus 
encouraging the export of raw materials and the import of foreign 
manufactures. ‘ Indian business men and industrialists complain 
that they have often to pay rates which they consider unfair, both 
on the raw materials which tliey have to obtain from other parts 
of India and on the manufactured articles which they dispatch to 
various markets. The ‘block rates’ system^ has also aroused much 
discontent as leading to an artificial diversion of traffic inconvenient 
to industry and trade. An incidental effect of the railway rates 
policy in the past has been the congestion of industries in the port 
towns, which is responsible for many of their present dif 5 cultie.s. 
For example, the serious labour difficulties are to no small extent 
due to the concentration of the industries in centres situated far 
away from the interior. The adverse effect of the railway rates 
policy on water transport in India is referred to\ in a later section. 

It may be admitted that the determination of railway rates is a 
very complex process. It is governed by the principle of what the 
traffic will bear and is affected by several factors, such as the com- 
petition of other forms of transport, the cost of working particular 
sections of the line, the convenience and economy of handling large 
volumes of goods, etc. It may also be conceded that the Government 
have always exercised .some control over the making of railway 
rates by fixing the maxima and minima and laying down a general 

* .See Fiscal Commission Report, par. 127, It has been urged on behalf 
of the railways that they favoured external trade because from their point of 
view it was more important than internal trade and more readily responded 
to favouiMble rates; hence greater facilities were given to trade to and from 
the ports. Recently, however, internal trade has grown rapidly and its claims 
for special consideration can no longer be denied. 

“ ‘Block rates’ mean higher mileage charges for short lengths imposed on 
traflic moving from a station, near a junction with another system, toward.s 
the junction in order to travel a much longer distance over that other system, 
with the object of retaining traffic on the line on which it originates and 
preventing or ‘blocking’ it from passing ' off, after only a short lead, on to a 
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classification of goods, and that the railways themselves have given 
certain concessions to Indian industries, such as the low freight 
charges on coal. Attention may be invited in this connexion to the 
circular issued by the Railway Board to the railways in 1915 urging 
upon them the expediency of a favourable treatment of indigenous 
inc1u.stries. But, as the Fiscal Conimissioii admit, the complaints 
regarding the unfair treatment meted out to Indian industries were 
not entirely without foundation. In practice the railways have en- 
joyed full discretion in manipulating the rates within the limits 
sanctioned by the Railway Board and of putting- particular com- 
modities into particular classes.^ The Industrial Commission, after 
carefully going- into the question, made recommendations in favour 
of the rating of the internal trafSc as nearly as possible on a basis 
of equality with trafiic of the same class and over similar distances 
to and from the ports, so as to encourage the transformation of 
the raw materials into the most finished state possible before 
export. They also recommended that consignments travelling over 
more than one line should he charged a single sum based on the 
total distance. The Fiscal Commission endorsed these recommen- 
dations, and held that, within the limitations laid down by their 
predecessors, special rates .should be granted for a term of years 
to new industries, and even to others if they could make out a 
proper case for special treatment. The Agricultural Commission, 
who examined the question of railway rates policy in its bearing 
on agricultural development, suggested a closer co-ordination be- 
tween the Agricultural Departments and the railways, and recom- 
mended the grant of concession rates on the transport of fertilizers, 
fuel, fodder, milch cattle, etc. They further suggested a re-exam- 
ination of rates on raw material for, and transport of, agricultural 
machinery and implements.^ Some of these recommendations were 
accepted by the Government of India in April 1930. Agricultural 
implements have been reclassified with the object of removing 
anomalies. The rates for carriage of live stock have been examined 
and reductions have been made. 

As recommended by the Acworth Conunittee a Rates Advisory 
Committee consisting of a President, one member representing the 
commercial interests and another representing the railways, was 

* Professor K. T. Shah holds that ‘being originally very costly in construc- 
tion, and still more costly in operation, (and owing) to their being constructed 
and maintained without reference to tire economic conditions of India, tlie 
Railway Rates, have been fixed, without regard to.the nature of the trafFic and 
its effects upon Indian Trade and Industry.’ — Trade, Tariffs and Transport in 
lindia, S:// ' A 

^ Agricultural Commission Report, . pp- 3'7‘!-9- 


4 


TRANSPORT 


201 


appointed in 1926 to investigate and make recommendations to 
the Government on the following subjects : (i) complaints of undue 
preference, (ii) complaints that rates are unreasonable in themselves, 
(iii) complaints or disputes in respect of terminals, and complaints 
that railway companies do not fulfil their obligations to provide 
reasonable facilities to trade, (iv) the reasonableness or otherwise 
of any conditions as to the packing of articles specially liable to 
damage, or liable to cause damage, (v) complaints in respect of 
conditions as to packing attached to a rate. The Committee’s 
constitutional position is only that of an advisory body, whose 
findings may or may not be accepted by the Government. 

§X5. Reorganization of the Railway Board. — ^The Acworth Com- 
mittee suggested a reorganization of the Railway Board so as to 
make it a satisfactory agency through which the Government of 
India could exercise an effective supervision over the whole railway 
system in the country. The reorganized Railway Board consists 
of a Chief Commissioner, a Financial Commissioner and three 
members.^ Instead of the Acworth Committee’s recommendation of 
three territorial divisions with a Commissioner in charge of each, 
the plan of dividing the work on the basis of subjects has been 
adopted. One member deals with technical subjects, and another 
with general administration, personnel and traffic subjects, the 
Financial Commissioner representing the Finance Department on 
the Board and dealing with all financial questions. The Board is 
assisted by five Directors (for Civil Engineering, Mechanical Engi- 
neering, Traffic, Finance and Establishments) who relieve the Chief 
Commissioner and the members of much current work, enabling 
them to devote their attention to large questions of railway policy, 
to tour over the various railway systems and to maintain personal 
touch with Local Governments to a greater extent than was pre- 
viously possible.® 

' The growing importance of labour questions led to tlie appointment in 
1929 of a third member whose main duties are connected with the satisfactory 
solution of labour problems and the improvements of the conditions of service 
of the staff generally and of the lower-paid employee.s in particular. Owing 
to financial stringency certain superior appointments have been held in abeyance 
since 1931-2. The exusting superior staff of the Railway Board consists of 
the Chief Commissioner, the Financial Commissioner, one member, four Direc- 
tors. five Deputy Directors, one Secretary and one Assistant Secretary. See 
Report on Indian Railways (1933-4), ^” 1 . I, pp. 95-6. 

" ‘The opinion on railwny matters is therefore the opinion of the Railway 
Board liaving full and direct control over the State-^vorked system of 19,142 
miles (1933), and being the predominant, owning . partner with indirect control 
in about ti.ooo miles of railways, besides being the guarantor of many other 
smaller companies.’ — S. K. Guha, Problems of Transport Corordination in 
Indict, p. 8. ' '' 


§16. Railway Advisory Committee. — Committee recom- 
nienderl the establishment of Central and Local Advisory Councils to 
g-ive the Indian public a voice in railway management, Accordingly 
all vState-owncd railways now possess Advisory Committees. There 
is also a Commiftec of the Central Legislature consisting oJ: repre- 
sentatives from the Assembly and the Council of State. 

§17. Indianization. — Both the Acworth Committee and the T.cc 
Commission (1923) recommended the extension of facilities for 
training Indians for the superior railway services,, a .standard of 
seventy-five per cent of such posts being laid down by the latter 
body. The Government have accepted this recommendation and 
accordingly the Railway Board has already taken steps to extend 
training facilities, which are an essential preliminary to the Indian- 
ization of the railway services. A railway transportation school 
has already been Opened at Chandausi for the training of subordinate 
officers, and some area schools have been started for the training of 
railv'ay staff. It is unfortunate that owing to financial stringency 
the Railway Staff College which was started at Dehra Dun for the 
training of railway officers was closed early in 1932. 

The Acworth Committee also made recommendations for meet- 
ing a number of popular grievances. The Government have taken 
certain steps to this end, such as adding to the rolling stock, ex- 
tending platform and waiting-room accommodation, erecting new 
stations, providing better water-supply, appointing Controlling 
Passenger Superintendents etc. The third-class passenger contri- 
bute.s the largest amount to the railway earnings from passenger 
traffic; and, apart from other considerations, it may be good busi- 
ness to increase the attractions of travel for him. 

§18. Federal railway authority.-— By. the Government of India 
Act of 193s it is provided that, while the Federal Government and 
Legi.slature should exercise a general control over railway policy, 
the actual administration of railways in India (including those work- 
ed by companies) should be placed in the hands of a stLLtutory 
railway authority which is to be the executive authority of the 
Federation in respect of the regulation, construction, maintenance 
and operation of railways. The railway authority is to act on busi- 
ness principles consistently with due regard paid to the interests of 
agriculture, industry, commerce and the general public. In the 
discharge of its functions it is to be guided by such instructiems 
on que.stions of policy as may be given to it by the Federal Govern- 
ment. c ■ 

Not less than three-sevenths : of the members of the authority 
are to be persons appointed by the Governor-General in his dis- 
cretion who is also to appoint one of the members a.s President. 


TRANSPORT 


203 


The auihorlty is to establish, maintain and control a fund (to be 
called the Railway Fund) and moneys received by the authority, 
whether on revenue or capital account in discharge of their 
functions and all monej^s provided out of the revenues of the 
Federation to enable the authority to discharge its functions will 
be paid into this fund and all its expenditure will be defrayed out 
of the fund. 

The Governor-General may from time to time appoint a Railway 
Rates Committee to give advice to the authority in connexion with 
any dispute between persons using a railway and the authority as 
to rates and traffic facilities which he may require the authority 
to refer to the Committee, 

A Bill or amendment making provision for regulating the rates 
or fares to be charged on any raihvays cannot be introduced or 
moved in either Chamber of the Federal Legislature except on the 
recommendation of the Governor-General. 

The Governor-General is empowered to make rules requiring the 
authority and any Federated State to give notice in such cases as 
the rules may prescribe of any proposal for constructing' a railway 
or for altering the alignment or gauge of a railway and to deposit 
plans. 

Any objections on the part of the authority or a Federated State 
on the ground that the carrying out of the proposal will result in 
Unfair of uneconomic competition with a Federal railway or a State 
railway must be referred by the Governor-General to a Railway 
Tribunal which is to consist of a President (appointed from among 
the judges of the Federal Court by the Governor-General after 
consultation with the Chief Justice of India) and two other persons 
selected to act in each case by the Governor-General from a panel 
of eight per.sons with railway, administrative or business experience, 

,‘\n appeal will lie to the Federal Court from any decision of 
the Railway Tribunal on a question of law.^ 

^19. Economic effects of railways.^— The advantages of rail- 
w'ays (as of other means of annihilating distance) from the national, 
social and cultural point of vie\v are obvious and need not be 
dw'^elt upon here. Efficient administration, as w'ell as military 
defence, internal and external, also requires a properly developed 
system of railway communications. The economic effects of rail- 
ways are most important. Famine relief in a country like India 
neces.sarily depends on an efficient railway system for quick con- 
veyance of food-stulfs to the affected areas. Further, railway,s give 

’ See' Government of India Act (1933), §181-99. 

’ See §i of this chapter. 
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a powerful impetus to the general economic advance of a country; 
bring about an equalization of prices throughout the country as 
well as their conformity with world prices; create new employment^ 
and make possible a more even distribution of the population. They 
are an essential adjunct to the internal and external trade of the 
country and it is easy to show how passenger and goods traflic 
have grown with the extension of railways. 

The railways have stimulated the agricultural producer in India 
by widening his markets. The rapid industrialization of the country 
largely hinges on a satisfactory railway development, facilitating 
the transport of coal and raw materials as well as the distribution 
of finished goods.. Railways also stimulate engineering industries, 
and are intimately connected with the progress of telegraphic and 
postal communications. The effect of railways on the forests has 
been on the whole beneficial. Railway transport facilities and the 
demand for railway sleepers have greatly encouraged timber-grow- 
ing. The growth of towns and port development are also rendered 
possible by railways. The invaluable assistance which railways can 
render in conducting various publicity campaigns for the improve- 
ment of sanitation as well as for the introduction of reform in 
agricultural practice has already been referred to.^ Lastly, Govern- 
ment revenues benefit both directly and indirectly from the railways; 
directly, because the Government share in the profits from the 
railways, and indirectly, because they increase the total wealth of 
the country and consequently the taxable capacity of the people. 

Railways, however, have not been an unmixed boon in India. 
We have already spoken of the part which railway construction 
has played In hastening the destruction of indigenous industries 
and in bringing about the one-sided economic development of the 
country, under which its exports consist almost entirely of raw 
materials, and its imports of manufactured articles. As regards 
the help derived from railways in the matter of organizing effective 
famine relief, we must not ignore the fact that there is another 
side to the picture. Railways have increased the ruralization of 
the country by contributing to the decline of the indigenous indus- 
tries, and this has rendered large numbers of people, especially 
artisans like weavers, more susceptible to famine than they used to 
be. Thus if the railways have facilitated the work of famine relief, 

* The; number of qjersons employed by railways in India was estimated at 
about 701,362, at the end of 1933-4. The character of the work on tlic railway.s 
is also .such that it helps in creating and maintaining a supply nf shilled labour. 
The raihvay.s are not only large direct' employers of labour hut they are also 
one of the factors governing the employment of labour elsewheie. 

“ See vol. I, ch. viii; §2; 
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thc,v may be said, on the other hand, to have increased the volume 
oJ. this work. In the earlier days of railway development, the fuel 
requirements of railways led to the reckless destruction of forests 
until the Government took the necessary steps to check this process. 
Railway development in this country has also meant the introduction 
of ioreij^'u capital and foreign investment, and this, as we have 
already seen, has brought certain disadvantages along’ with some 
advantages. 

[520. Need for further railway development. — Most of these 
adverse effects, however, are properly attributed not to railway 
construction as such but to the manner in which it was brought 
about and the undue haste that was displayed in connexion with it. 
We must not, therefore, be led by some of the unfortunate con- 
sequences that have actually followed from railway construction in 
India to suppose that it would be in the intere.sts of the country 
to impede further railway development. On the contrary, it is of 
the greatest importance that, subject to proper safeguards, railway 
development should be pushed as fast as possible, in order to ex- 
pedite the industrial and commercial progress of the country. As 
already stated, the Famine Commission of 18S0 expressed the view 
that about 20,000 miles of railway were essential for the safety 
of this country in respect of famines. This limit has already been 
exceeded, and on 31 March 1934 the total railM^ay mileage open 
for traffic stood at 46,910. And yet it is generally held that, from 
the point of view of the total requirements of the country, a very 
considerable further increase is essential. The Mackay Committee 
of 1908 said, ‘Even an estimate of a 100,000 miles of railway . . . 
was short of what would ultimately be found necessary in India 
and there were fruitful fields for large reproductive expenditure on 
railways in the country for many years to come, the only effective 
limit on the amount to be spent in any year being for many years 
the amount that could be provided.”' That India is poorly provided 
with railways can be seen from the fact that, while Europe (exclud- 
ing Russia) covers 1,660,000 sq. miles and has 190,000 miles of 
railways, India contains 1,803,000 sq. miles of country and has but 
39,712 miles of railways. “ The following figures’ are of interest 


* Sfie K. V. Iyer, Indian Railways, p. 28. 

“ Speech of the Pre.sident, Indian Rail'way Conference, i gaS. 

" The figures are for the year ending .31 December 1926 (see Agricultural 
Commission Report, par. 299). The total mileage open on 31 March 1934 
was a.s pointed out above 46,910; While this means some' improvement over 
earlier year.s, the main contention that India is inadequately served by railways 
remains unaffected. 



in this connexion as indicating India’s backwardness in railway 
development when compared with some other countrit^s. 
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Particularly when judged by the standard of popidtit ion, India 
will be seen to be much worse provided w ifh railway facilities 
than many other countries. It would of course be tibsurd to (.;on- 
trast the railway mileage of agricultural India, with her vti.st mount- 
ain ranges, great river c.stuarie.s, wide-spreading tleserts and barren 
place.s, with that of a highly industrialized, compact country like 
England, whose every square mile, almost, i.s made to contribute 
something to the national income. Further, it must be renienibcrcal 
that the need for communications in India can most elfoctively and 
cheaply be met in many cases by mechanized road tran.sport and 
water carriage in preference to railways. But even after allowing 
for all this, there is undoubtedly a great deal of work which .still 
remains to be done by way of extension of railway.s. The Govern- 
ment have laid down a large programme and it is intended, if 
possible, to make a fresh addition of approximately i,ooo miles every 
year for some time to conie.^ The special features of this pro- 
gramme are intimate consultations with Provincial Governments 
with regard to local needs, absence of ambitious projects of trunk 
lines with which India is already on the whole well .served, con- 
centration on branch and feeder lines intended to lill in the inter- 
stices of the network of trunk lines, so that the benefits of railway 
service may be brought right to the doors of the rural population.^ 
This programme may be approved- of, provided alternative methofls 
of transport are also properly attended to, and the relative 

' See Agricultural Commission Report, par. 31 1. 

“ See InAia in ic)eS-g, pp. 148-9. 



advantages beiween railway construction and other forms of trans- 
port are in every case duly weighed and considered. It is also 
important that every possible effort should be made to raise the 
required capital in India, if only to keep within bounds the further 
g-fowth of foreign capital in the country. Lastly, it is essential 
that railway Industries should be developed and fostered along with 
railway construction. This is a matter which has so far been almost 
entirely neglected. The danger of India’s dependence on outside 
supplies for railway materials and even for ordinary repairs was 
fully disclosed in the late War. It is urged, therefore, that steps 
should be taken to put an end to this dependence. ' Otherwise also, 
in the general interests of industrialization, the case for indigenous 
railway industries is clear. 

Road Transport 

S21. Recent road history.— -'I'he unsatisfactory state of road 
tran.sport in India about the middle of the last century has already 
been alluded to. The East India Company, lielng mainly a com- 
mercial corporation, neglected an important duty of a civilized Gov- 
ernment in that it took little interest in road-making. The limited 
progress that was made was due to the initiative taken by individual 
administrators like Lord William Bentiuck, who revived the idea 
of a highway connecting the north of India with Bengal, resulting 
in the construction of the Cirand Trunk Road linking Peshawar 
with Delhi and Calcutta. The little importance attached by the 
Company to the road needs of the civil population is shown by 
the fact that roads were then placed in charge of Provincial 
Military Boards instead of being entrusted to a special Public Works 
Department. 

India, however, entered upon a new epoch of road-making during 
the time of Lord Dalhousie, who, in addition to his active interest 
in the promotion of railways, also initiated a more vigorous road 
policy, and for this purpose, over and above the central Public 
Works Department, there were created in 1855 similar departments 
in each province replacing the old Military Boards, A second 
factor which has promoted road development during the last seventy- 
live. years has been the influence of railways. As railway con.stnic- 
tion proceeded apace it became increasingly necessary to build roads 
to feed the railways rather than to compete with them, ‘leading to 
a demand, which remains today far from being completely satis- 
fied, for bridged and metalled roads at right angles to the railways 
and giving access to them in all the seasons of the year’.’- It is 

' AgricHltural Commission Report, p. 370. 
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in this connexion as indicating India’s backwardness in railway 
development when compared with some other countries. 


Countries 

Mileage of 
total rail- 1 
ways 

Miles of linej 

1 Inliabitants 

United States 

249,338 

1 8'42 

469 

Canada 

40,351 


222 

India 

38,579 

2-2 

7,894 

Russia in Europe ... 

35,528 

1-5 

3,709 

.‘Australia and New Zealand ... 

28,748 

0-9 

338 

Argentine ... 

23,429 


376 

Union of South Afrita ... ... 


2-4 

60s 


Particularly when iudged by the standard of population, India 
will be seen to be much worse provideil with railway facilities 
than many other countries. It would of course bo alisurd to con- 
trast the railway mileage of agricultural India, with her vast mount- 
ain ranges, great river estuaries, wide-spreading deserts and barren 
places, with that of a highly industrialized, compact country like 
England, whose every square mile, almost, is made to contribute 
something to the national income. Further, it must lie remembered 
that the need for communications in India can most efl’ectively and 
cheaply be met in many cases by mechanized road transport and 
water carriage in preference to railways. But even after allowing 
for all this, there is undoubtedly a great deal of work which still 
remains to be done by way of extension of railways. The Govern- 
ment have laid down a large programme anti it is intended, if 
possible, to make a fresh addition of approximately i,ooo miles every 
year [or some time to come.^ The special features of this pro- 
gramme are intimate consultations with Provincial Governments 
with regard to local needs, absence of ambitious projects of trunk 
lines with which India is already on the whole well served, con- 
centration on branch and feeder lines intended to fill in the inter- 
stices of the network of trunk lines, so that the benefits of railway 
service may be brought right to the doors of the rural population. “ 
This programme may be approved, of, provided alternative methods 
of tran.sport are also properly attended to, and the relative 

' See Agricultural Commission Report, par. 311. 

“ .See India in pp. 148-9. 
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advantages between railway construction and other forms of trans- 
port arc in every case duly weighed and considered. It is also 
important that every possible effort should be made to raise the 
required capital in India, if onty to keep within bounds the further 
growth of foreign capital in the country. Lastly, it is essential 
tliat railway industries should be developed and fostered along with 
railway construction. This is a matter which has so far been almost 
entirely neglected. The dang-er of India’s dependence on outside 
supplies for railway materials and even for ordinary repairs was 
fully disclo.sed in the late War. It is urged, therefore, that steps 
should be taken to put an end to this dependence. Otherwise also, 
in the general interests of industrialization, the case for indigenous 
railway industries is clear. 

Road Transport 

^21. Recent road history. — The unsati.sfactory state of road 
transport in India about the middle of the last century has already 
been alluded to. The East India Company, being mainly a com- 
mercial corporation, neglected an important duty of a civilized Gov- 
<;rnment in that it took little interest in road-making. The limited 
progrcs.s that was made was due to the initiative, taken by individual 
administrators like Lord William Bentinck, who revived the idea 
of a highway connecting the north of India with Bengal, resulting 
in the construction of the Grand Trunk Road linking Peshawar 
wdth Delhi and Calcutta. The little importance attached by the 
Company to the road needs of the civil population is shown by 
the fact that roads were then placed in charge of Provincial 
Military Boards instead of being entrusted to a special Public Works 
Department. 

India, however, entered upon a new epoch of road-making during 
the time of Lord Dalhousie, who, in addition to his active, interest 
in the promotion of railways, also initiated a more vigorous road 
policy, and for this purpose, over and above the central Public 
Works Department, there were created in 1855 .similar departments 
in each province replacing the old Military Boards. A second 
factor which has promoted road development during the last seventy- 
live years has been the influence of railways. As railway construc- 
tion proceeded apace it became increasingly necessary to build roads 
to feed the railways rather than to compete with tliem, ‘leading to 
a demand, which remains today far from being completely satis- 
fied, for bridged and metalled roads at right angles to the railways 
and giving access to them in all the seasons of the year’.' It is 

‘ AgricuUural CammUsion Report, ’p. ^yo. 



INDIAN ECONOMICS 


208 

necessary, liowcver, to point out that the extension of railways and 
the intimate financial interest of the Government in their profitable 
woiicing- has led to a certain neglect of roads, especially of trunk 
roads where, they run parallel to the railways. The progi-essivc 
policy of Lord Mayo and Lord Ripon with regard to local self- 
government, under which local control over local affairs was pro- 
vided, acted to some extent as a stimulus to road develoiiment. 
The total effect of all these factors is reflected in a con.sidcrable 
activity in road-building during the last .seventy years or so. ‘The 
Grand Trunk Road has been extended from the Ganges valley to 
Peshawar, g'ood metalled arterial and district roads have been driven 
over the plains and through the hills of every part of India, and 
thousands of miles of serviceable kacha or non-metalled roads and 
useful bridle-tracks have been made. There can lie no question 
that every district in India has immensely increased the amount of 
wheeled transport within its limits, even during the past tw'o or 
three decades, and the extent of this expansion is a measure of the 
growth of India’s road-system and of its economic value to her 
people.” 

§22. The main features of India’s road system. — There exist at 
present four great trunk roads stretching across the country, with 
which most of the important subsidiary roads are linked. The most 
famous of the trunk roads is the ancient marching route for armies, 
known as the Grand Trunk Road, which stretches right across 
the northern part of the country from Khybcr to Calcutta; the 
other three connect Calcutta with Madras, Madras with Bombay 
and Bombay with Delhi. These four main roads accounted for 
about 5,000 out of the 76,857 miles of metalled roads in British 
India in 1933-3. Southern India is most favoured both as regards 
the number and the satisfactory character of its subsidiary roads. 
The worst-served regions are Rajputana, Sind, parts of the Punjab, 
Orissa and Bengal. Aridity, sparseness of population, unbridged 
and unbridgeable waterways, difficulties of the ground and lack of 
suitable road materials are some of the obstacles that have prevented 
more rapid progress. Besides metalled roads there is a very large 
mileage of 7iac/ra (unmetalled) roads in British India, being 190,534 
miles in 1932-3, some of which provide quite good going for motor 
traffic during the dry weather.® 

On the whole, however, the total mileage of 267,391 of metalled 


‘ See Itoad Development Committee Report, par. 17. 
’ Jntlttt in ipae-y, , p. 261. 
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(76,857) and unmetalled (190,534) roads in 1932-3, ^ must be regarded 
as rneag-re considering the continental dimensions of the country. 
It would be reasonable to say that India’s road system even before 
the advent of motor transport was altogether insufficient for her 
needs. The following figures’* show the very backward position 
of India in this respect. 
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provinces of India 

United 

States 

Density of population per 
.square inilo 

240 

3' 


Per 100 sq. 1 
miles of area 

of popula- 

Per too sq. 
miles of areai 

Per 100,000 
of popula- 

Mileage of all roads 

.Surfaced roads 

20*18 

5*38 

84 

■So 

12-05 

2,500 

.383 

Percentage of road.s sur- 

2 f>-S 

I.? 


This comparison is specially relevant as both India and the 
United States are characterized by their large area and proportion 
of agricultural population. This deficiency of roads is keenly felt 
in rural areas in respect of smaller feeder roads connecting with 
trunk roads or the railway line, arid many a village continues to 
be inaccessible and is denied facilities of communication. 

Apart from the inadequate equipment of the country in the 
matter of roads and, at any rate until recently, the lack of system 
and continuity in the road programme, another unsatisfactory feature 
is the fact that existing roads have been allowed to deteriorate in 
recent years. This deterioration has been most marked in the case 
of roads maintained by local bodies. Their poor resources have 
been mainly responsible for this state of affairs. We must, how- 
ever, reckon with a new factor in the situation, namely the astonish- 
ing- rapidity with which motor traffic both of private cars and 

‘ Oul of the total road mileage {267,3gt In 1032-3) in Briti.sh India, 48,049 
miles, of roads -were maintained by the. Public Works . Department, . 17,087 by.; 
nninlcipalities and 202,255 by District and Local Boards. See Statistical Abstract 
far British India (1932-3), Table N0..202, 

** Agriniltural Commission Report, par. '299. 

n-14 



especially of the public motor omnibus, has sprung- up all over India 
in recent years, thus creating an entirely new range of problems 
of road construction and maintenance. It is true that the motor 
lorry has scarcely affected the use of the bullock-cart for the 
conveyance of agricultural produce and manufactured articles, even 
over long distances, ownig, inter alia, to the difficulties presented 
by the hopeless condition of many roads and the presence of many 
unbridged rivers even on the arterial roads, and the competition of 
railways. But as these difficulties are overcome, we may expect 
a considerable part of the goods traffic to be captured by mechanized 
transport, especially in view of the improvements that are taking 
place in the technique of the trucks. This development is especially 
likely in hill tracts, where railway construction would not be 
economical, but a motorable road is possible. In the vicinity of 
large towns, again, motor transport has another opportunity in 
respect of carriage of perishable g'oods. 

§23. Need for more roads, — ^We need hardly stres.s the impor- 
tance of good road communications in a continental country with 
predominant agricultural interests and with its industries struggling 
to develop. As the Agricultural Commission remark, ‘Transporta- 
tion is an integral part of marketing, and modern commercial deve- 
lopment tends everywhere to enhance the value and importance of 
good road communication.’ India has a large volume of internal 
and external trade capable of considerable expansion in the future. 
Also, the provision of good communications is the surest way of 
stimulating agricultural production and raising the standard of life 
in rural areas. Incidentally it will lessen the constant strain on the 
health and stamina of drauglrt animals and increase their efficiency. 
Again, roads will be of particular assistance for the development 
of industries connected with the preparation of agricultural produce 
for export or internal consumption. They will also facilitate the 
decentralization of industries — the undue concentration of which at 
present is a source of many of their difficulties, especially in con- 
nexion with labour-supply and housing. They will bring within 
the bounds of possibility the establishment of ‘garden factories’, 
and thus evolve the form of industrialism most suited to the needs 
of the Indian worker who thrives- best in a rural environment. The 
example of foreign countries should serve both as an encouragement 
and a warning. The United States and Denmark owe not a little of 
their prospei'ity to their excellent sy.stem of communications and 
mechanized transport. On the other hand, the blighting influence 
of poor communications is illustrated by Russia, who, in spite of 
great agricultural resources, has been at times scarcely able to 
feed the population in her towns and industrial areas, wliile the 
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wheat has been rotting in her rich southern fields.^ Lastly, the 
large forest wealth of India can only be exploited effectively with 
the help of suitable road transport. 

§24. Roads versus railways. — ^Though a considerable expansion 
of railways has been planned for the near future, it is hardly likely 
that for many years to come tliis vast country will be provided 
iidccpxately with railways as jtidged by its needs and the standards 
attained in some of the foreign countries already alluded to. In 
order to open up the hinterland and link it with the large industrial 
centres and ports, reliance will have to be placed to a very great 
extent on roads. A network of arterial and feeder roads is what 
the country requires. No doubt the construction of roads involves 
heavy initial expenditure and further expenditure for maintenance 
and repairs from year to year. ' The railways are, however, an even 
. more costly form of inland transport, at any rate, for local traffic. 
As Professor Shah points out ‘the capital outlay on roads good 
enough to permit of regular motor transport, w'ould no doubt be 
very considerable : though nowhere near the ;^io,ooo or more per 
mile which the railroad has cost’.^ For relatively lighter traffic and 
for short distances the road is probably more suitable, especially 
as it can be constructed almost anywhere at a considerably lower 
cost than a railway. “ At the same time it must be remembered 
that conditions of weather in India, often alternating between ex- 
treme dryness for many months of the year and continuous and 
heavy rainfall concentrated in a short period, render the main- 
tenance of roads capable of carrying heavy motor U'affic extremely 
expensive, and the advantage here would probably be on the side 
of railways. Generally speaking, however, road transport will be 
cheaper than railway transport, as it does not require stations, 
sheds, signals, sidings, etc. ; nor does it involve any loss of time at 
the termini with their special charges ; nor encounter problems of 
carrying half-empty wagons, and of allowing a good deal of rolling 
stock to remain Idle, and so forth. It has, however, been pointed 
out that the cheapness of road transport is in some measure due to 
the fact that the heavy cost of maintaining roads suitable for mecha- 
nized transport has to be borne at present mostly by the general 
taxpayer, while the railways themselves have to pay for the whole 
cost and upkeep of their permanent way. But even if motor traffic 
is made to bear a substantial part of the charge of maintaining the 

^ See Colaco, The Effect of Imfirovement of Hoads on Education and 
Agriculture. ■ . v.-'i- 

Op." cit., p. 400. > • 

“ In day.'! to come the aeroplane vVill have no. rival for the quick transport 
over thousands of miles of light and valuable goods. 
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roadways, road transport will gfenerally retain the advantag'e of 
g'rea.ter cheapness. This applies, as already stated, to lightt;r traffic 
and short journeys. On the other hand, the railways will hold their 
own and will be a more convenient and economical form of transport 
for heavy loads and long'er distances, owing", among- other Uiing.s, 
to their much smaller running charges. Over a certain )iart of the 
field, roads and railways are alternative and competitive. C.lver 
another not insignificant part, however, they are complementary and 
mutually helpful. This point has been well put thus. ‘The road 
system links up the cultivator’s holding with the local markets and 
the nearest railway station, while the railway provides the connect- 
ing links between the area of production and consumers at a dis- 
tance, and between the manufacturer in the town and the cultivator 
who purchases his' ploughs, his fertilizers, or hi.s cloth. Without 
good roads and sufficient roads, no railway can collect for transport 
enough produce to render its operations possible, while the best 
of roads cannot place the producer of crops in touch with the 
consumer.’’ There is therefore no reason to suppose that the 
national investment of some Rs. 800 crorcs in railways is likely to 
be jeopardized by the extension of road communications. In fact, 
as the Railway Board’s Memorandum to the Road Development 
Committee points out, railways in .India have always been acutely 
conscious of the lack of roads to feed them.® No doubt, a certain 
amount of competition between railways and roads cannot be 
avoided, and the railways in India are beginning to feel the pressure 
of this competition, not only in the neighbourhood of large cities 
and suburbs, but also in other parts of the country where motor 
services run parallel to or short-circuit railway routes, as between 
Poona and Ahmednagar. The genei-al policy adopted by the railway 
administration is to afford to the public an equal or better service 
than road transport can give, while taking full advantage of the 
additional business brought to railways by .such motor trarusport as 
can act as feeder or distributor.. Motor services have often been 
started because the railways have failed to meet the public demand 
in some way or other. Their competition has thus been sometimes 
advantageous from the public point of view in so far a.s it has forced 
the railways to attend better to. the needs of the public. Among 
the methods of meeting road competition are railway omnibus 
services such, for example, as those run by the East Indian 

‘ Agricultural Commission Report, par. 31a. 

“ ‘It is indeed somewhat incongruous that there should he nearly 40,000 
miles of railway in India, while the total mileage of surfaced road.s in British 
India is only 59,000.’— Jiloai Development Committee Report (igsS), pai. jo 
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Railway, and also self-propelled coaches like the sentinel services 
and shuttle trains. 

§25. Transport co-ordination policy. — ^While it may thus be 
diflicult Lo arrange for a policy of co-ordination between the two 
forms of transport, it is possible to adjust new programmes of road 
and railway extension in such a way that roads may serve rather 
as feeders of the railways than competitors for such traffic as the 
railway is capable of handling more efficiently and economically, and 
to avoid in India the senseless and wasteful competition between rail 
and motor tralHc that is today taking place in many European 
countries. Funds available for capital expenditure on transport 
should be largely devoted to the construction of roads in such a 
way as not to duplicate existing transport facilities, precedence 
being given to the construction and development of non-competitive 
roads in areas with little or no transport facilities. Careful co-ordina- 
tion is necessary to ensure the allocation to each different form of 
transport service of work for which it is best suited. The Mitchell- 
Kirkness Report recommends for this purpose the creation of a 
Central Advisory Board of, Communications in the provinces and 
Divisional Committees in the Commissioners’ Divisions. This 
Report was the result of an inquiry which was conducted during 
1932-3 by a small committee of two officers, Mr K. G. Mitchell, 
Road Engineer with the Government of India and Mr L. H. Kirk- 
ness. Officer on Special Duty with the Railway Board, into existing 
road and railway competition. Their Report suggests a better con- 
trol of motor transport as one of the methods of rriaking this com- 
petition fair. It further recommends : (i) the zoning of motor 
transport on parallel competitive routes within a range of about 
fifty miles; (ii) the operation of motor transport by certain railways 
on roads parallel with railways ; (iii) revision of the system of taxing 
motor transport; and (iv) review of pending railway projects in the 
light of recent developments in motor transport.’^ The Road-Rail 
Conference which was convened, in pursuance of the recommenda- 
tions of the Mitchell-Kirkness Committee, at Simla in April 1933, 
adopted resolutions relating to questions concerning the co-ordination 
of effort between the various authorities responsible for the develop- 
ment and control of the different forms of transport so as to reduce 
uneconomic competition between them. Among other methods the 
Conference favoured the removal of the statutory embargo on certain 
railways operating road motor services, the grant of monopolies 
of road transport services with a view to developing rural services, 
and the creation of machinery at -the centre and in the provinces 


’ See Mitchell-Kirkness Keport, p. u^. 
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desif^ned to secure the co-ordination proposed. The Railway Act 
was accordingly amended In September 1933, empowering railways 
to run motor services in conjunction with rail transport. A Trans- 
port Advisory Council consisting of the Ministers in charge of roads 
in the various provinces or their representatives with one or two 
Council advisers has also been recently formed. It held its first 
meeting in January 1935, its function being to arrive at a considered 
statement of road policy which might be generally acted upon by 
the provinces for the furtherance of the co-ordinated development 
of roads, rail, and other forms of transport — a purpose of the 
very highest importance for the economic development of the 
country.^ 

§36. Indian Road Development Committee. — ^The rapid exten- 
sion of motor traffic in India in recent years® has led to a growing 
realization on the part of the Imperial and the Provincial Govern- 
ments of the necessity of a comprehensive road programme to 
co-ordinate local programmes and evolve a common policy. Road 
Boards have already been established in Bombay, Burma, Madras, 
the Punjab, and the United Provinces. These Boards arc mainly 
advisory, except in the Punjab and Burma, where they are also 
entrusted with the distribution of grants-in-aid from provincial funds. 
In November 1927, the Government of India appointed the Road 
Development Committee, consisting of fourteen members of the 
Central Legislature and presided over by Mr M. R. Jayakar. 
The Committee were asked to make recommendations on (i) the 
desirability of developing the road system of India; (ii) the means 
by which such development could most suitably be financed; and 
(iii) the co-ordination of I'oad development and research and road 
construction by the formation of a Central Road Board, with due 
regard to the distribution of central and provincial functions. 

§27. Road finance, — As the Indian Road Development Com- 
mittee observe, ‘road development in India is passing beyond the 
financial capacity of Local Governments and local bodies, and is 
becoming a national interest, which may, to some extent, be a 
proper charge on central revenues’. The central revenues benefit 
from the development of roadSi not only through enhanced railway 
receipts, but also through customs and excise receipts from motors 

A For an instructive discussion of. the whole question of co-ordination see 
Guha, op. cit. 

’ In 1934-5 die number . of motor cars imported into Indi.a .was 14,434 
(including 9, 9;^3 motor omnibuses and vans). The peak of motor car imports 
was reached in 1928-9 with a total of 19,567 (including 12,790 omnlbu.ses, etc.). 
The total number of all classes of motor vehicles registered in Rriti.sli Tniiia 
up to the end of March 1934 was 202,960 (including 40,427 lorries, buse,s etc.). 
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and motor spirit, which are rapidly expanding. ^ As no large increase 
in the expenditure from general revenues appears to be practicable 
at present, the Committee recommend that some additional taxation 
might be imposed on motor transport for purposes of road develop- 
ment to meet the additional demands and requirements created by the 
growth of motor transport. A well-balanced scheme of motor taxa- 
tion should include duty on motor spirit; vehicle taxation; and 
license fees for vehicles plying for hire: and the proceeds should be 
spent on road development. It has been suggested that a reclassi- 
fication of roads should be made so as to transfer some of the local 
roads to the category of arterial roads, and thus reduce the 
burden on local bodies and enable them to devote more attention to 
feeder roads and roads of purely local importance. As the Road 
Committee point out, the iniquity of causing the smaller units of 
government to bear all the cost of main road improvements seems 
' to be recognized all over the world. The local bodies also require 
more liberal financial assistance from provincial funds. The adop- 
tion of the above recommendations made by the Road Committee 
would indirectly benefit village roads by the release of provincial 
revenues and local funds, which are now being spent on main roads 
to meet the requirements of motor transport. The Road Committee 
also favour contributions by the railway administration towards the 
construction and maintenance of feeder roads. The Committee 
deprecate the levy of road tolls on any traffic (except tolls on 
bridges where a definite service is provided to replace a ferry or a 
bad river-crossing) as being obstructive to a rapid form of road 
transport and as causing harassment to traffic of all kinds. They 
should be replaced, where necessary, by a less vexatious form of 
taxation. The Agricultural Commission recommend the revival of 
the old system of corporate labour of the village community which 
may receive financial assistance from the Government, provided it 
is prepared to do its part of the job. 

It remains to consider how far road development may properly 
be financed from loans. The Agricultural Commission express the 
view that the policy of road development would be much better 
carried out if, instead of relying solely on current revenues, loans 
were raised for financing road programmes. They hold that in 
view of the quasi-permanent character of the roads and the works 
connected with them, the annual amount required for the amortiza- 
tion of provincial loans raised for this purpose should not be a 

is estimated that motor transport contributes about Rs.: 830 lakhs annually 
in the shape of taxation of which Rs. too lakhs are credited to the Road 
Development Account through petrol- taxation, Rs. 430 lakhs go to the central 
revenues, and Rs. 300 lakhs go to the : provincial, State and local revenues. 
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heavy charge on the resources of a province for liie upkeep of 
local village roads. ^ The Road Committee hold that the propriety 
of raising such loans must be decided by each Local Government 
for itself according to its circumstances. They deprecate large 
schemes of road expansion financed by loans, for the service of 
which provincial revenue might be mortgaged for long periods 
while other departments of the Government which may not be less 
important may be starved. They recommend that only construc- 
tion or reconstruction should be financed from loans; that loans 
should be for short periods ; that there should be revenue clearly in 
sight to cover, not only the interest and sinking fund charges, but 
also the cost of maintaining the road when constructed, and that 
construction from loans should preferably be confined to the more 
permanent parts of a project such as a bridge, the life of which can 
be estimated with fair accuracy for the calculation of the sinking 
fund, while the cost of maintenance is small. The Road-Rail ■ 
Conference recommended that a comprehensive plan should be 
drawn up with a view to examining the possibility of development 
of both main and subsidiary roads from loan funcl.s within the limit 
of -the resources available for maintenance. The Government of 
India have suggested to the Provincial Governments that future 
shares in the road account (see below) may be hypothecated for 
the service of loans and maintenance of new roads. From the 
discussions at the Provincial Economic Conference held in New 
Delhi in April 1934, it appears that there are prospects of early 
development on these lines. ^ 

§28. The new road policy. — In accordance with the principal 
recommendation of the Road Committee, the Indian Finance Act 
of March 1929 introduced an increase in the import and excise 
duties on motor spirit from 4 to 6 annas per gallon (from which 
an additional revenue of Rs. 94 lakhs was received in the year 
1929-30). Sir B. N. Mitra tabled a resolution in the Assembly on 
II September 1929, in accordance with the recommendations con- 
tained in paragraphs 70 to 79 of the Road Committee’s di.scussions. 
The principal features of the convention embodied in the above 
resolution are as follows:— (i) To ensure some continuity in road 
programmes, the increased duties on motor spirit shall be maintained 
for a period of five years in the first instance, (ii) The proceeds of 
the additional duty during the same period shall be allotted as a 
block grant for expenditure on road development to be credited to 
a separate road development account, the unexpended balances of 

' Agricultural . Commission Report, par, 306. 

^ Sef>. India in 1933-4, p. in. 


which shall not lapse at the end of the financial year, (jii) The 
annual grant shall be divided as follows (a) The Government of 
India shall retain ten per cent as reserve for two years ending 31 
March 1931, and the position shall be reviewed thereafter. From 
this reserve special grants may be made, where for some reason there 
is need for special aid, for example for projects beyond the resources 
of Local Governments or those that concern more than one pro- 
vince or State, or a bridge over a river on a provincial or State 
boundary, (b) Out of the remainder (i) an apportionment shall be 
made among the provinces in the ratio which the consumption of 
petrol in each province bears to the total consumption in India in 
the preceding calendar year ; (2) the balance representing the con- 
sumption of petrol in minor provinces, administrations and Indian 
States shall be allotted as a lump sum to the Government of India, 
(iv) Grants shall be made to each province for expenditure on such 
schemes as are approved (except in the case of Burma) by the 
Governor-General-in-Council with the advice of the Standing Com- 
mittee for Roads, (v) A Standing Committee for Roads shall be 
constituted every year, consisting of certain elected and nominated 
members of both the Houses of the Indian Legislature, under the 
chairmanship of the member of the Governor-General’s Executive 
Council in charge of the department that deals with roads. This 
Committee shall advise the Governor-General-in-Council on all 
matters relating to roads including central research on roads, and 
any action to be taken by the Government of India on the proceed- 
ings of the periodical road conferences, (vi) All proposals for ex- 
penditure from the annual grant or its accumulated balance shall be 
submitted for approval to the Finance Sub-Committee, consisting 
of the Chairman of the Standing Committee for Roads and of its 
members who are also members of the Legislative Assembly. 

This convention was adopted by the Assembly at the Delhi 
Session (February-March 1930) for a period of five years. 

The Road Committee do not recommend reliance on a Central 
Road Board with executive powers administering a separate road 
fund. They are also opposed to the creation of a separate 
elaborate Central Road Department as unnecessary and also as lead- 
ing" to undue interference with Local Governments. Ihe necessary 
co-ordination can best be effected through, a periodical road conference 
of representatives of the Government of India and Local Govern- 
ments, who would meet from time to time to exchange views on 
matters of common concern. The Committee further recommend 
the appointment of a Road Engineer to the Government of India 
who should also act as secretary to the road conference. The 
Government of India are asked to reconsider the recommendation 
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of the Acworth Railway Committee and the Inchcape Retrench- 
ment Committee in favour of the constitution of a Central Com- 
munications Department to ensure a single policy in respect of the 
development of roads and railways.* 

§29. Financial position of the road account. — The total revenue 
during the first five years of the Road Development Account 
amounted to Rs. 518 lakhs. The revenue actually credited to the 
account (up to 30 September 1933) before tlie close of the year was 
some Rs. 460 lakhs. After deducting 10 per cent for the reserve, 
the balance available for distribution was Rs. 414 lakhs. Of this 
Rs. 344 lakhs was distributed to the ten Governors’ provinces in 
all, each individual .share varying from Rs. 75 lakhs for Bombay 
and Rs. 60 lakhs for Madras and Bengal, to about Rs. 9 lakhs for 
Assam and Rs. 8 lakhs for the North-West Frontier Province. 
The expenditure in the nine provinces excluding Burma was about 
Rs. 192 lakhs. In addition to this, on account of the prevailing 
financial position, five Provincial Governments were permitted to 
borrow about Rs. 55 lakhs from their share in the account. The 
unspent balance (about Rs. 97 lakhs) was carried forward. Out of 
the reserve, Rs. 5 lakhs was set aside for grants for road experi- 
ments and research. The appropriations to the Road Fund were 
Rs. 123 lakhs in 1934-5 and Rs. 131 lakhs in 1935-6 (budget). 
Besides the appropriation of 123 lakhs in 1934-5, the Government 
of India’s reserve in the Road Fund was strengthened by the 
addition of Rs. 40 lakhs out of the budget surplus for 1934-5. It 
is to be utilized for road development in Assam where assistance 
is specially needed.^ 

The probationary five years for which the road account was 
first instituted came to an end in 1933-4. As recommended by 
the Road-Rail Conference after consultations with Provincial Govern- 
ments, a new resolution governing the road account was adopted 
by the Central Legislature in April 1934 and placed the account 
on a more or less permanent basis. It increased the reserve at 
the disposal of the Government of India from ten to fifteen per 
cent so as to enable them to deal more liberally with the less 
developed provinces. It provided for the .service of loans for road 
development and in special cases for the maintenance of roads 
constructed from this account or from loans as admissible cliarges 
on the account.® 


‘ See Road Develojithent Cniiimiltee Report, par. 87-00. 
* Finance Member’s budget speech (1935). par- 30. 
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Water Transport 

§30. Economics of water transport. — ^We have already referred 
1.0 the important part played by water transport, especially in tire 
carriage of bullcy commodities, before the era of railways, and 
it still continues to play a by no means negfligible part even in 
inland trade. As regards oceanic transport it has assumed gigantic 
dimensions in modern times, thanks to the great development in 
the technique of maritime transport which has brought into existence 
a , huge international traffic in cheap bulky goods. Water transport 
possesses certain special advantages over road and rail transport. 
Firstly, except in the case of artificial navigable canals, the cost 
is much smaller than that of railway construction. The charge of 
maintaining waterways is also negligible. No doubt, there is a 
certain capital outlay involved in providing terminal facilities like 
docks, wharves and warehouses, but this is moderate as compared 
with the cost of similar provisions in the case of rail transport. The 
cost of ships and of motive power similarly compares favourably 
with the cost of railway engines and rolling stock. Again, water 
transport is more suitable for the carrying of large and bulky 
cargoes in single units, and the running charges load for load are 
much cheaper. It has been estimated that a railway wagon weighs 
from one-half to three-fourths of the weight it can carry, while 
canal boats weigh only one-fifth or one-sixth of their total carrying 
capacity. These benefits are intensified in the case of oceanic 
transport, as the open sea is an international highway available to 
all for communication. In spite of all these advantages, however, 
water transport has failed to hold its own in regard to inland trade. 
The reasons usually put forward are the hostility of railways and 
their greater speed. English canals, which played such an impor- 
tant role in the early days of the Industrial Revolution, have been 
thrust into the background since the advent of railways ; the same 
is more or less the case with regard to inland transport in India 
today. In some countries, however, like France, Belgium and the 
United States, inland water transport continues to flourish under 
the fostering care of their respective Governments. 

§31. (i) Inland waterways. — ^With reference to India the dis- 

cussion of the subject of water transport may conveniently fall 
under two broad divisions: (a) inland waterways, and (b) marine 
transport.' ' i ' , , •' 

India is not favoured by nature to the same extent as England 
with rivers which serve the purpose of natural waterways. We 
have already noted the contrast in this respect between the rivers 
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in northern India and those of the peninsula.’ It is stated that 
there are about 26,000 miles of navigable watei'ways in con- 
nexion with the great river systems of northern India. The Indus, 
the Ganges, the Brahmaputra, and the Irrawaddy are navigable by 
steamers all the year round, or for the greater part of the year, 
for hundreds of miles above theii- mouths or above the lieads of 
navigable canals traversing their deltas. Thus the Indus is con- 
stantly navigable as high as Dera Ismail Khan in the North-West 
Frontier Province, 800 miles inland. Its tributaries, the Chenab 
and the Sutlej, are open to small craft all the year round. The 
Fiileli Canal and the East Nara may be regarded as navigable 
branches of the Indus. The Ganges is navigable as high as Carvn- 
pore, and steamers pass up the Gogra as far as Fyzabad, though 
the development of rail traffic has led to a considerable decline 
in the steam navigation on the Indus and the Upper Ganges. The 
Brahmaputra is navigable by steamers as high as Dibrugarh, and 
there is steam navigation on its tributary, the Surma, as far inland 
as Sylhet and Cachar. The Hooghly is navigable all the year 
round up to Nadia and further up from July to October, Burma 
lias tlie greatest facilities for inland navigation, which is exten- 
sively practised in that province. Apart from the Mayu and 
Kaladan river in the Arakan Division and many others falling into 
the Bay of Bengal, the largest of these rivers, the Irrawaddy, which 
traverses nearly the whole length of upper and lower Burma, is 
navigable by steamers all the year round for more than 500 miles 
from its mouth, while stcani launches and country boats can proceed 
much higher. The numerous deltaic channels of the Irrawaddy and 
its tributaries arc also navig'able to some extent. 

The rivers in the peninsula do not, however, lend themselves to 
navigation. According to seasons they either flow in torrents Gl- 
are reduced to mere strings of pools amidst a wilderness of sand 
or deep gorges, making navigation impracticable. The rocky beds 
and swift floods of some of the rivers, like the Nai'bada and Tapti, 
are insuperable obstacles to navig-ation. The Mahanadi, the Goda- 
vari and the Kistna are indeed navigable in their upper reaches, 
but the traffic on them is not very considerable. 

In addition to these somewhat restricted facilities for river 
traffic in the country, there are all round the coast innumerable small 
river,s, creeks and backwaters affording facilities for water transport 
which are fully utilized by small native craft ; but outside the zone 
of such operations inland navigation is practically confined to the 
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deltas and valleys of the great rivers which form the natural water- 
w'ays of the country. 

Inland navigation was largely resorted to in the old days and 
there was a considerable volume of river traffic in the time of the 
Mauryan and the Mogul empires. For example, the Ganges was 
the great natural highway of commerce, and on its banks flourish- 
ed several towns like Mirzapur which was a great centre of trade 
between central India and Bengal. Since the advent of railways, 
however, inland navigation has received a set-back. As the Indus- 
trial Commission point out, ‘In the absence of a representative 
specially charged with their interests (that is, those of the existing 
waterways) the vested interests of the railways have prevented 
waterways in India from receiving the attention that has been given 
to them in other countries with such satisfactory results.’* The 
Acworth Committee also repeat the view that waterways have 
suffered by unfair competition on the part of the railways, and 
they cite the case of the river port of Broach in Bombay and the 
Buckingham Canal in Madras in support of their contention. 

At one time there was a good deal of agitation in favour of 
navigable canals.^ Sir Arthur Cotton, ‘the architect of the magni- 
ficent Kaveri and Godavari works’, prepared an ambitious scheme 
of navigable canals, which was put before a Parliamentary Com- 
mittee in 1872. He contended that water-carriage facilities were 
more suitable for India and less expensive than railways — which 
then seemed to have failed miserably — and had the further advan- 
tage that they could sometimes be combined with irrigation. ‘The 
principal lines of navigation which Sir Arthur Cotton recommended 
were (i) from Calcutta to Karachi up the Ganges and down the 
Indus ; (ii) from Coconada to Surat up the Godavari and down the 
Tapti ; (iii) a line up the Tungabhadra to Karwar on the Arabian 
Sea ; and (iv) a line up Ponang, by Palaghat. and Coimbatore. ’ He 
estimated that a capital outlay of not more than ;^3o,ooo,ooo all 
told, would be required to construct all the necessary navigable 
canals. The scheme was sufliered to be dropped, however, because 
of the heavy expenditure it entailed, and even more because it was 
difficult for Englishmen to understand the. value of canals in India, 
as experience in their own country seemed to decide the case in 
favour of railways. The opposition on the part of the railways in 
India was also another factor which counted. 

The construction of navigable canals, either in conjunction with 
irrigation or for transport pure and simple, did indeed appear 
particularly attractive for a time when the railways were a losing 

‘ Irulu-itrial Commission Report, par. 279. 

’ .See Dutt, op. oil., pp. 360-77. 
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concern. Much of the enlhusia.sm for it, however, was lost with 
the turn in the tide and the commencement of railway profits at the 
bes'inning- of the pre.sent century. There are only a few navigable 
canals totlay, such as the Ganges Canal from Hardwnr to Cawn- 
pore, and the Buckingham Canal parallel to lh(' east coast in 
Madras. The numerous irrigation canals already referred to are 
for the most part not suitable as waterways. The two type's of 
canal cannot often be well combined together. Generally speak- 
ing, navigation cannot be maintained during the season of short 
supply of water without detriment to irrigation. Irrigation canals 
are moreover usually shallow and circuitous in their course and 
pass through sparsely populated rural regions to serve the needs 
of cultivation. Canals for navigation must, on the other hand, 
pas.s through industrial and commercial centres in order to attract 
a sufficient volume of business. Conditions are, however, more 
favourable in the deltaic tracts of Bengal, Orissa, Sind and Madras. 
In eastern Bengal particularly there is considerable scope for con- 
necting the canals ' so as to improve the navig'ation facilities in 
connexion with its great river system. 

In spite of the physical limitations imposed upon inland naviga- 
tion in India there still appears to be some room for improvement 
in the existing waterways. The Industrial Commission recommend 
that the Government of India should take up the question and see 
to it that the railway and waterway administrations work ■ together 
harmoniously for those parts of the country which are served by 
both, and that the proposal of forming a Waterways Trust should 
receive careful consideration.^ Inland waterways, properly de- 
veloped, would relieve any congestion in the railway system and 
serve the needs of small-scale transport in the country. It may 
also be possible to adapt at least some of the irrigation canals to 
the needs of navigation." 

§32. (ii) Marine transport. — As regards external water trans- 
port, although India does not possess the advantages of England 
with her indented coastline and natural harbours, she occupies a 
maritime position of considerable importance. As S. N. Haji re- 
marks, ‘A country set like a pendant among the vast continents of 
the Old World, with a coastline of over 4,000 miles and with a 
productiveness of numerous articles of great use, unsurpassed else- 
where, is by nature meant to be a seafaring country. Her ports 

* Industrial Comfnission Report, par. 279. 

’ Mr Neo^'y moved in the As.sembly in January 1930 the consideration of 
a Bill 1:0 amend the Inland Steam Ve.ssels Act. The amended Act, as pa.ssed 
by the Assembly and .accepted: by the: Government, seeks to develop Indian: 
inland water transport by fixing maximum and minimum rates. 


are adequate in size and numbers to meet the various requirements 
of her products.’^ 

Perhaps the picture is drawn here in excessively bright colours 
and does not give sufficient weight to India’s deficiency of natural 
harljours. At the same time, 'as already pointed out, she mav well 
aspire to become one of the principal carriers of the world on 
account of her extensive seaboard and her favourable position in 
respect of the rest of the world. Till about the beginning of the 
nineteenth century, India could be spoken of as a great seafaring 
country. ‘Ship-building was in so excellent a condition in India 
that ships could be (and were) built which sailed to the Thames in 
company with British-built ships and under the convoy of British 
frigates. The Governor-General in iSoo, reporting to his masters 
in Leadenhall Street, London, said: “The port of Calcutta contains 
about 10,000 tons of shipping, built in India, of a description calcu- 
lated for the conveyance of. cargoes to England.’’ The teakwood 
vessels of Bombay are greatly superior to the “oaken” walls of 
old England. 

Speaking of the period at the death of Akbar, Moreland points 
out that the great bulk of the commerce in the Indian seas was 
carried in ships built in India, and that India had also great passen- 
ger ships much larger than any in contemporary Europe with the 
exception of the ships built by the Portuguese. 

The introduction of iron-built ships, however, deprived India of 
her differential advantage in respect of plentiful supplies, of excel- 
lent timber. The rapid improvement in naval architecture and the 
introduction of mechanized sea transport, the jealousy of the British 
shipping interests and the operation of the British Navigation 
Acts, which were applied to India as she came more and more 
under British control, may be regarded as the chief causes which 
led to the decay of Indian, shipping.® 

§33. The difficulties of Indian enterprise in shipping,— 'We may 
now proceed to indicate the position held by Indians in the coast- 
wise and the oceanic trade of India. The total value of our coastal 
trade in 1932-3 was Rs. i53'47 crores. Rough calculations show 
that about 5,000,000 tons is annually carried by ships engaged 
in the coasting trade of India. This volume is capable of further 
extension if harbour facilities are improved and the co-operation of 
railways ensured. The growth of an Indian mercantile marine con- 
trolled predominantly by Indians ought to stimulate the coastvyise 

’ Economics of Shipping, pp. 365-6. . 

: f Digby, op. cit,; pp. 85-6. ■ 

“ See Digby, op. cit., pp. S7-9 and Malaviya’s. Minute ol : Dissent to the 
Industrial Commission Report, pp. 299-300. - v 
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trade, as also the present Government policy of improving harbour 
facilities, evidenced by the schemes of development at Vizagapatain 
and Cochin. 

The total value of the sea-borne trade of India in merchandise 
and treasure was estimated at Rs. 646'i9 crores in 1928-9. It 
has seriously declined in recent years as we have already seen owing 
to the economic depression. Its total value in 1934-5 amounted to 
only Rs. 3S8'33 crores. Confining ourselves only to the five prin- 
cipal ports of India, namely Karachi, Bombay, Rangoon, Madras 
and Calcutta, where nearly five-sixths of the trade is concentrated, 
about 12,000,000 tons per year is carried. In spite of this big 
volume of trade the Indian share in it is almost negligible. It has 
been estimated that the share of Indians in the coasting trade 
amounts to only 13 per cent, and in the oceanic trade, only about 
2 per cent. In 1934-5 the percentage share of British vessels 
engaged in the foreign sea-borne trade which entered at ports in 
British India was 64-5 of the total tonnage. The British Indian 
share was 0-3 per cent, foreign 34'5 per cent and native, craft 07 
per cent. The corresponding- shares of vessels which cleared at 
ports in British India were 64-7, o'6, 34 and 0-7 per cent respectively.'- 

As the above figures show even of the paltry two per cent, or 
less, of the trade in the hands of Indians, nearly one-third is ac- 
counted for by small native craft. Nor is there any evidence of 
progress from year to year. All this means the loss of a highly 
I'eniunerative branch of business to the country. The total shipping 
earnings has been estimated at Rs. 57 crores, of which 50 crores is 
carried away by foreign steamship companies (9 crores in coastal 
traffic, 38 crores in sea-borne traffic and 3 crores in passenger 
business).® 

The monopoly of the coastal trade which is controlled by a 
‘Conference’ of a few large British navigation companies has 
created a very uncomfortable position for Indian shippers as well 
as shipowners. As the substantial profits of over twenty per cent on 
the paid-up capital earned by these companies, at any rate between 
igoi and 1925, show, fairly high freight rates arc being charged 
to the shippers, which ultimately have to be borne by the Indian 
consumers. Moreover, as , the Fiscal Commission point out, the 
great disparities of rates between tlie charges on goods shipped 
from one Indian port to another and those on goods conveyed 
between India and foreign countries handicap Indian goods in trans- 
mi.ssion in comparison with goods from and to foreign countries, 
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and neutralize the natural protection which an industry might expect 
to receive in its own country by reason of the distance of foreign 
man ufac luring centres.' Fut even more serious evils of this foreign 
monopoly of the coasting trade of India are those connected with 
the organized and successful attempts made by this Conference to 
.'^upprt;ss indigenous shipping enterprise in its infancy by methods 
whicli may be held to result in unfair or cut-throat competition. 
The two most important grievances of Indian shipowners are : 
(i) the deferred rebate system* and (ii) rate wars. 

§34. Deferred rebate, rate wars, etc. — ^The deferred rebate 
system has been explained thus : ‘The shipping companies issue a 
notice or circular to shippers informing them that, if at the end 
of a certain period (usually four or six months) they have not 
shipped goods by any ve.ssels other than those dispatched by mem- 
bers of the Conference, they will be credited with a sum equivalent 
‘to a certain part (usually ten per cent) of the aggregate freights 
paid on their shipments during that period, and that this sum wall 
be paid over to them, if at the end of a further period (usually 
four or six months) they have continued to confine their shipments 
to ves.sels belonging to members of the Conference. The sum so 
paid is known as a deferred rebate.’* This system is designed 
to ensure the continued ‘loyalty’ of the shipper to the Conference, 
and deprives him of all freedom with regard to the shipping of his 
goods. It also places a powerful w'eapon in the hands of the 
Conference for throttling any indigenous shipping enterprise, The 
Fiscal Commission strongly recommend legislation on the lines 
follow'cd in other countries against this system. It is not a valid 
objection against this to point out that the deferred rebate system 
acts equally powerfully against new competitors of every nationality 
and not only against those of India. The point is that it hui'ts 
Indian shipping seriously. Besides, competitors of other than 
Indian nationality can usually count on support from their own 
Government in the form of subsidies and direct bounties for ship- 
building; their coastal trade also is generally reserved for them. 

As regards the Briti.sh shipping companies, they already occupy 
a position of substantial, practically unchallenged, supremacy and 
some of them are further helped by Government patronage in India 
in respect of mail subsidies and the carriage of Government stores. 
No .such Government assistance has been extended to indigenous 
shipping. In addition to the deferred rebate system the foreign 

^ Fiscal Commission Ueport, 

^ For fi fuller de.scripl:ion of this system' and . shipping rings see : 

“ Ibid., . p^ 126. 

, II~1S',' ■ ■■ ■' 'v.' , V, ■'■'A'-' 
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shipping' rings also use another weapon, namely heavily under- 
selling the Indian competitors with a view ultimately to raising- the 
rates to a higher level than hel'ore, after the rivals have been 
ousted/ It is no matter for surprise, therefore, tliat at1:enipts made 
by Indian enterprise during the last thirty-live years or so to enter 
into the promising- field of shipping have, generally speaking, endc:d 
in irretrievable failure, and most of the companies formed for the 
purpose have been driven to liquidation. Another liandicap untler 
which Indian shipping enterprise is said to labour is the unfair treat- 
ment meted out to Indian shipping companies by European 
insurance companies, who, it is alleged, put into the second class 
even those Indian ships that are regarded as first-class risks by 
experts in London, solely on the ground of their Indian ownership. 

Ollier disadvantages of the foreign monopoly in shipping may 
be briefly noticed. The foreign shipping companies often neglect 
the comforts of the deck passengers on the coastal ships, and their - 
grievances have formed the subject of inquiries by several Com- 
mittees. Also, though the crews of the coastal and ocean-going 
steamers arc largely Indian in composition, the. number of Indians 
occupying the higher posts is negligible, and very few of the foreign 
shipping companies have hitherto shown any readiness to entertain 
Indian apprentices and afford facilities to them for qualifying as 
executive officers and engineers on the ships. 

§35. The position of the Indian ship-building industry. — The 
Indian ship-building industry is in no bctlcr position than Indian 
shipping. It is stated that the number of ships of ti hundred tons 
gross or over built in the world in the ten ycai-s previous to the War, 
was nearly 17,000, their total gross tonnag-e being something over 
28,000,000. These figures will have to be considerably increased to 

‘ Some remarkable cases of ruthless rate war.s, re-sulting in the extinction 
of several promising indigenous enterptises, in shipping, were mentioned in 
the Assembly debates on Mr Haji’s Bill for the reservation of coastal ship- 
ping (September 1928). The, Seindia Steam Navigation Company has barely 
managed to survive, a determined rate war against it, by entering into an 
agreement with some of the foreign coastal shipping companies. Such agree- 
ments, however. still leave much, to be' desired from the point of view of 
national companies. The chairman, of the Seindia Comp.any, in his speech at 
the annual general meeting held .on . 25 November' 1929, commenting on the 
loss the company bad sustained, remarked: ‘There is .a semblance of a ship- 
ping, conference in the coasting trade of India, but peril ap.s there is no other 
shipping conference in tlje world of the type, working . here, wherein the 
interests of its component members are not common, and whei-e the tonnage 
of the national, company is limited, vvhile the foreign company can employ 
unlimited tonnage to . harm: .its interests ; where the former is made to accept 
uneconomic rates, while the' latter . makes- up its losses in monopolistic (trades, 
coastal, adjacent and . foreign. ' 
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arrive at the total tonnage of the same description built to date. 
The total contribution of India, before and after the War, amounts 
to only twenty-two ships.' Competition with non-Indian .ship- 
builders is only practicable at present for small vessels owing- to the 
cost of bringing out such vessels to India, which is large in pro- 
portion to their price. Elsewhere the foreign shipbuilding- yards 
hold undi,sputed .sway. There are no suitable shipbuilding yard.s in 
India for large ships, and the few repairs shops that exist are 
controlled by non-Indians. 

§36. The need for an Indian mercantile marine. — ^The arguments 
advanced in favour of extending special protection to these 
industries aim at showing that they satisfy the conditions laid down 
tinder the policy of discriminate protection. Thus it is argued that 
Inrlia possesses undoubted facilities for shipping and shipbuilding, 
also that elsewhere, for example in Japan, the United States and 
Germany, State intervention has been the prime factor responsible 
for endowing these, countries with powerful mei'cantile marines within 
a remarkably .short period.^ Even England’s maritime greatness is 
often attributed in part to the protection derived from the Naviga- 
tion Acts, which -were in operation for well-nigh two centuries before 
they were repealed towards the middle of the last centurj'. Lastly, 
the collapse of most of the attempts made by Indian shipping 
enterprise to contest foreign monopoly, even in home waters, has 
been naturally offered as a convincing argument for determined 
State intervention. 

The great need for a mercantile marine in India is easily proved. 
Apart from the removal of the handicaps already mentioned, under 
■which Indian shipowners, shippers and passengers are labouring 
at present, there are several other positive advantages to be con- 
sidered. The value of a mercantile marine as a naval auxiliary and 
a second line of defence in times of war ds universally recognized, 
and as India has now laid tlie foundation of her own Royal Indian 
Navy she cannot afford to neglect this aspect of the question. 
Again, India’s coastal and foreign sea-borne trade is sufficiently 
large in volume to keep an Indian mercantile, marine bu.sy. Her 
dependence on foreign shipping companies — the inconvenience of 
which was brought home particular!)' during the War, when there 
Was a great shortage of tonnage — is an element of weakness in 

' See the letter from the Marwari Chamber of Commerce, Bombay, to 
the. Government of Bombay, Marine Department, supporting Mr Haji’s Bill 
for the reservation of coastal : trade. ■. . i 

“ For the various forms of State aid to indigenous shipping and ship- 
building in the.se and other countries, see Haji’s pamphlet, State-Aid to 
National Shipping. 
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her economic position as also in that of the Empire at large. 
Moreover, the proper development of a mercantile mtirine will open 
new avenues of employment to Indians. Navigation, marine 
engineering' and insurance are highly remunerative branches of 
busine.ss, but today their doors are practically 1.)arrcd and liolttnl 
ag-ainst Indians. The argument that Indians have no aptitude or 
liking for a sea-going career is unconvincing and is belied liy 
India’s record in the past. It is also unfair to urge it since little 
chance has so far been g-iven to Indians to prove their fitness. It 
i.s further useful to remember that, not very long ago, a similar 
charge used to be made against the Germans, who, as everybody 
now agrees, are second to none in the qualities required for sea- 
manship. And it is significant that the Mercantile Marine Committee 
do not anticipate any difficulty in getting educated men of good 
cliaracter as apprentices to the sea if the prospect of ultimate 
pi'omolion as officers in the mercantile marine is held out to 
them. 

§37. The Mercantile Marine Committee ( 1923 ). — In response to 
the persistent agitation in favour of an Indian mercantile, marine, 
the Government at last made a move in the matter, and appointed 
the Indian Mercantile Marine Committee in February 1923, to 
consider and report what measures were lu^cessary for the promotion 
of the Indian shipping and .shipbuilding industries. The main 
recommendations of the Committee may be summe<l up as follows:' — 

(i) In order to provide both for the training and future employ- 
ment of the officers, indispensable for the formation of an Indian 
mercantile marine, a training sliip and tender should be established 
at Bombay by the Government. (The Government accepted this 
recommendation and the Royal Indian Marine vessel ‘Dulfcrin’, 
refitted so as to enable it to take in cadets, is now being- utilized as 
a training ship for officers and engineers of the Indian mercantile 
marine.) (ii) For tlie training of marine engineers provision should 
be made at the colleg-cs of engineering, and facilities should be given 
for further experience at sea. (iii) The coastal trade should be 
re.served for ships which are to arrange for eventual Indianization 
as regards ownership and controlling interest. This is to be effected 
by the introduction -of a .sy.stem of licenses or permits as in Australia. 
The following qualifications should be laid down for eligibility for 
a license to a shipping company : — (a) that it is registered in India , 
(?)) that it is owned and managed by an Individual Indian or by a 
joint stock company (public or private), which is registered in India 
with a rupee capital and with a majority of Indians on its direc- 
torate and a majority of its shares held by Indians; and (c) llint Ihc 
management' of such a compiiny' is predominantly in the bands of 
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Indiuns. (iv) In course of time other conditions should be laid down, 
for example, that the officers and crews should be entirely Indian, 
and that the ships applying- for licenses should have been built in 
India. Also, from a certain date to be specified by the Government, 
all ships should be required to give an undertaking- regarding- the 
einployrnenl: of Indian apprentices and the gradual Indianization of 
their officers’ and engineers’ posts. The licensing authority may 
also be vested with power to take such steps, with the approval of 
the Government of India, as may be considered advisable to deal 
with deferred rates, rate wars or any other conditions whicli act 
as an undue restraint on trade, (v) Arrangements should be made 
by the Government of India to purchase one of the existing British 
lines operating on the coast as a going concern and appoint directors 
to control it, the majority of whom should be Indians. Eventually 
the ownership of vessels in this line should be transferred to ap- 
proved Indian owners with a view to the concern ultimately being 
placed in the hands of Indian companies, (vi) The question of 
granting navigation bounties to purely Indian shipping companies 
in respect of overseas trade to other countries should be favourably 
considered as soon as a sufficient number of trained Indian officers 
are available and Indian shipowners have proved efficient in manag- 
ing and running coastal steamers, (vii) In case the license system 
recommended by the Committee is found to be inconsi.stent with the 
British Merchant Shipping Act of 1884, resort should be had to a 
system of bounties on navigation to all Indian-owned and Indian- 
managed ships, and the grant to them of mail contracts and prefer- 
ence for the carrying of Government stores, (viii) Calcutta should 
be developed as a centre of self-propelled shipbuilding, being most 
suitable owing to its vicinity to coal- and steel-producing districts 
and the greater experience than any other centre which it com- 
mands. The Committee recommend that protection should be 
given to the industry in the form of construction bounties so as to 
make up the difference betrveen the minimum cost of production 
in India and abroad, subject to a maximum of twenty-five per cent 
of the price abroad, (ix) The establishment of a shipbuilding yard 
by an Indian company^ may be- aided by the Government by (a) 
cheap loans and assi.stance in acquiring a suitable site; (b) extension 
of Government and Port Trust patronage on certain terms regarding 
the co.st, and (c) legal provision that when such a suitable ship- 
building yard is completed and established, all ships seeking a 

* Sir (then the Hcinble.) Lalubhai Samaldas prefers that shipyards should 
be laid out and run by the Goverrnnent, to be sold later on by lender as going 
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license on the coast should also be required to have been built in 
India, (x) Expert assistance from abroad for shipliuilding should 
be invoked to start wifh. India must, howevci', establish schools 
and colleifcs in the country itself for the study of navid architecture 
as in England. In this matter she must follow Japan and the 
United States and Indians .should be sent to Britain to take 
instruction in the schools and shipyards there, so as to enable, tliern to 
b(;conie teachers and leaders in the industry after they return. In 
the meantime the colleges of engineering should be strengthened !ind 
provide for additional post-graduate courses in naval architecture. 

§38. The Bill foT reserving coastal traffic for Indian shipping.— 
flxcept for the establishment of the training ship ‘Bufferin’, the 
Government failed to give effect to any of the other important recom- 
mendations of the Mercantile Marine Committee. Therefore, in the 
September session of 1928, Mr Haji moved his Bill in the Assembly 
for the reservation of coastal traffic. d’his made provision for 
seventy-five per cent of the stock to be vested in British India 
nationals. In the case of a joint stock company, corporation or 
as.sociation, the chairman of the board of directors, and not le.ss 
than seventy-five per cent of the number of membcr.s of the manag- 
ing firm, and of the directors of the board were to be British Indian 
subjects. The Bill further laid down that seventy-five per cent of 
the voting power was to be vested in British Indian subjects. It 
provided for a system of licenses to be issued by the Governor- 
General-in-Council for engaging in the coasting trade of India. A 
five-year period was laid down in the Bill for the gradual reservation 
of the coastal traffic in the manner above indicated and penalties 
were provided for the contravention of the provisions of the Bill. 

The principle of reservation of coastal traffic contained in the 
Bill has been adopted practically by all nations aspiring to 
develop their own mercantile marine, and India naturally desires 
to take a leaf out of their book in this matter. Too much import- 
ance should not be attached to the argument that the Bill involves 
racial di.scrimination, because this type of discrimination has come 
to be regarded as falling within the range of those per- 
missible actions to which a nation ha.s a moral right to 
resort, although they may be inconvenient to others. Dis- 
crimination is essential in order that India’s legitimate ambition 
to have her own mercantile marine' should be fulfilled, and, as 
such, it must be accepted as a disagreeable neces.sity. While, like 
every otlier measure of protection, the reservation of the coastal 
traffic for Indian ships is bound to be expensive for a lime to the 
country, its justification is the familiar one, namely the confident 
expectation that protection will before long be unnecessary, for 
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under its influence Indian enterprise will soon be in a position to 
serve the needs of the country much more effectively than is the 
case today. ^ 

Regarding- the treatment of existing vested interests, leaving 
aside the drastic step of expropriation, one of two methods might be 
adopted. Either the existing lines might be bought over by the 
Government with a view ultimately to handing them over to Ltdian 
companies, or they might be offered the option of undertaking 
gradually to Indianize themselves within a period of five years or 
so, so as to make them eligible for operating on the coast. The 
period proposed in the Bill was five years. This provision has been 
objected to as involving expropriation.^ Expropriation, however, 
means deprivation of ownership without adequate compensation, 
and it may be asked w'hether it is not too strong a word for with- 
drawal of trading facilities from a foreign carrier who has been 
^ allow'ed to enjoy them so far as a matter of grace, and wdio cannot 
now claim them as a matter of right. A proper respect for vested 
interests may require some extension of the proposed period of 
five years, but it cannot, in the long run, prevent the complete 
i-eservation of coastal traffic for Indian-controlled vessels. After 
all, it must be remembered that coasting trade is a domestic pre- 
serve under international law, and in this matter Indian interests 
ought to be considered first and last. 

The Coastal Reservation Bill emerged from the Select Com- 
mittee in April 1939 with certain alterations. The Indian Shipping 
Conference, which met at Delhi on 3 and 4 January 1930 under the 
presidency of the Viceroy, and which was attended by the repre- 
sentatives of British and Indian companies engaged in the coastal 
trade of India, was not able to reach any agreement owing to 
fundamental differences between the representatives of British and 
Indian interests. The Government of India took upon themselves 
the responsibility of determining the future course of action. They 
subsequently declared that they could not move in the matter until 


"Mr Hajl has worked out interesting details to show that reservation of 
coastal traffic is hot .at all an unworkable, proposition. He estimates that 
taking the average tonnage of a ste.amer to be 6,000, the employment of .a 
hundred ste.amers will suffice for the coastal trade. He holds that a capital outlay 
of Rs. :6'S crores would sulfico for the purpose and points out that this is only 
equal to about one-tenth of the amount of Rs. 150 crore.s recently provided for 
by the Government of India for the development of Indian railways. If the 
process of reservation i.s completed during five years, only twenty steamers 
need be purchased by India during each one of these years.- See Haji, op. cit., 

pp- syi-s- ; 

" See Sir George Rainy’s Minute of Dissent to the Select Committee Report. 
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the wliole question of discriminatory legislation and the commercial 
relations between India and Great Britain, which was then liefore 
the Round Table Conference, had been decided. The Committee of 
the whole Conference at their meeting: on ig January 1931, in- 
cluded the following- paragrapli in the Rept>r(; of the Minorities Suli- 
Committee : ‘At the instance of the British commercial communitj' 
the principle was generally agreed to that there should lie no dis- 
crimination between the rights of the British mercantile community, 
firms and companies, trading in India, and the rights of Indian- 
born subjects, and that an appropriate convention based on reci- 
procity should be entered into for the purpose of regulating these 
rights’.^ 

§39. The Bill for the abolition of the deferred rebates system. — 
Mr Haji also introduced in the Delhi Session of the y\ssembly 
(February 1929) a Bill for the abolition of the deferred rebates 
system in Indian coastal shipping, intended to be complementary 
to the Coastal Reservation Bill. While this Bill was designed to keep 
shipping earnings in India, the Deferred Rebates Abolition Bill 
would ensure a fair distribution of business among the Indian 
shipping companies once coastal trade was reserved. Mr Haji 
pleaded tliat the latter Bill was not to be regarded as contingent 
on the passing of the former but was required immediately to meet 
conditions actually prevailing. The abolition of deferred rebates 
would mean the end of monopolistic shipping combinations -whether 
composed of non-Indian companies or Indian companic.s or both, 
and would inaugurate a new era, in which, so far as the coasting 
trade of India was concerned, an opening would be provided for 
the entry of new Indian companies by doing away with the existing 
shipping- monopoly. Sir George Rainy, the Commerce Member, 
criticized the Bill on the ground that it did nothing to stop the rate 
war and that the deferred rebates system had been helpful in ensuring 
a regular service, stability of freights and equality between large 
and small shippers. He suggested that, as in the case of the Straits 
Settlements, an arrangement should be devised whereby the shippers 
would be free to leave llie Conference once in three years -wathout 
loss of rebate. The Commerce Member also urged that the Bill 
should wait at least till the House had decided one way or the other 
on the Coastal Reservation Bill. , 

Legislation of the type discussed in this and the previous section 
will hereafter have to reckon with the provisions -with respect I0 
discrimination in the Government of. India Act of 1935, which we 
have already summarized (see vol. I, ch. xiii). Under these 

'■ Indian Round Table Conference Sub-CoHimittec’s lieforl, p. ^0. 
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provisions it will not be possible to discriminate against British 
steamship companies operating in coastal waters (see sections 113 
and 1 15 of The Govo;rnment of India Act, 1935). 

As regards the ship-building industry we are in agreement with 
the recommendations made by the Mercantile Marine Committee 
to promote it and think that they should be put into execution 
without any further delay. 


CHAPTER VI 

THE TRADE OF INDIA 

This chapter will deal with the trade of India, and for the sake 
of convenient treatment, the subject may be divided into its main 
branches as follows: — (i) external trade consisting of (a) sea-borne 
trade, (b) entrep6t trade, (c) trans-frontier trade; and (ii) internal 
trade, including inland and coastal trade. 

External Trade 

§1. An hi.storicaI retrospect, — The early history of Indian trade 
may be dismissed briefly, our primary concern being with its develop- 
ment in the modern period since the middle of the kist century. 
There is ample evidence of India’s trade relations in ancient times 
with distant lands. As long ago as 3000 u.c., India had trading 
connexions with Eabylon. Egyptian mummies belonging to 2000 
B.c. are supposed to have been found wrapped in Indian muslin of 
the finest quality. ‘There was a very large consumption of Indian 
manufactures in Rome. This is confirmed by the elder Pliny who 
complained that vast sums of money were annually absorbed by 
commerce in India. The muslins of Dacca were known to the 
Greeks under the name of Ganjrctika.’^ Among other countries 
with whom India traded were CJiina, Persia, and Arabia. The 
trade of India, as indeed all ancient trade, was in rare and costly 
commodities of comparatively great value in small bulk, in contrast 
with the present-day trade characterized by transport over large 
distances of cheap and bulky commodities catering for the needs of 
the masses. The principal articles of export were textile manu- 
factures, metalware, ivory, perfumes, dyc-stulTs, spices, etc. and 
the imports consisted of minerals, of which there was a deficiency 
in India, such as brass, tin, lead, and also wines, horses, etc. 
There was a net import of a large quantity of gold which suggests 
an excess of exports over imports— a feature, wdiich has all along 
characterized India’s trade with other nations. There was also a 
certain amount of entrep6t trade chiefly in silks and porcelain 
previously imported from China, in pearls from Ceylon, in precious 
stones from the Indian archipelago. This entrepdt trade may be 
taken as a token of India’s possession of a fleet of merchantmen. 

During the Mohaimmedan period, which may be said to have 
commenced from the eleventh century, certain new influences came 

VMaUiviya’s Minute of Dissent to the /ndHstnaZ Commission Kepoft, p, 295. 


to act upon the foreig-n trade of India. The early Mohammedan 
period being more unsettled than the preceding Hindu period must 
have adversely affected India’s trade development. On the other 
hand, the communications established with India through the north- 
west frontier stimulated the overland trade of India. As Moreland 
points out, there were two regular routes on the frontier, from 
Lahore to Kabul, and from Multan to Kandahar. ‘Kabul was a 
large commercial centre, and a meeting-place for merchants from 
India, Persia and countries to the nprthj while it lay on the route 
from India to the main caravan road between western China and 
Europe; Kandahar is the doorway fx-om India to the greater part 
of Persia, and both routes carried a considerable volume of traffic 
when judged by standards appropriate to the conditions prevailing 
at the time. Moreover, the means of transport in the Mogul 
period were more satisfactory than before. There were a number 
of fairly good roads. Again, the river-systems of the country, 
especially in the north, were fully made use of for the purpose of 
trade, and there was also a brisk commerce on the coastline of 
India. Moreover, the patronage of the Mogul courts imparted 
a considerable stimulus to Indian industries, particularly to those 
which produced luxury goods. The shipping trade was largely 
controlled by the Moslems, especially on the Malabar coast, and, 
to a lesser extent, in the Gulf of Cambay and the Coromandel coast, 
which later came to be largely in Ibe hands of the Banias and 
Chettiars. Malabar was the great entrepdt for almost the whole 
trade of the Indian seas coming from the Far East and the Red 
Sea, Calicut being the principal port for this trade. During the 
Mohammedan period the general course of ti'ade remained un- 
changed and ‘Gibbon’s mordant aphorism “that the objects of oriental 
traffic were .splendid and trifling’’, is in substance as applicable to 
the sixteenth as to the second century’.® The imports were princi- 
pally gold, for coinage and display; horses were imported in 
large ixumbers; and metals, such as copper, tin, zinc, lead and 
quicksilver; also luxuries like amber xind precious stones. In pay- 
ment for these imports India sent out her various textile fabrics, 
dye-stuff's like indigo, opium and other drugs, pepper and a few 
minor spices, etc. 

Towards the end of the fifteenth century came the epoch-making 
changes in the trade routes owing to the discovery of an all-sea 
route to India via the Cape of Good Hope, which c.stablishcd the 
fateful contact between the East and the West; Till then the direct 
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1:rade with Europe had passed on the Indian Ocean as far as Aden, 
was then unloaded in the Gulf of Suez and carried by land and 
water to the Mediterranean Coast. It was thence taken up by tlie 
Italian traders of Venice and Genoa, who sent it further west by 
sea, or to Antwerp by land over the Alps and then down the Rhine, 
at that period the chief distributor for western luirope. It was 
the prospect of annexing the large profits of this trade at the cost 
of their enemies, the Venetians, and of propagating the Cliristian 
faith, which inspired the Portuguese quest for a sea route to India. 
We are not concerned here with the subsequent rivalry among the 
variotrs powers of western Europe, the Portuguese, the Dutch, the 
English and the French, nor with the ultimate triumph of the 
English and the establishment of their power in India. We have 
already said that it was the linens and calicoes, the jewels and 
embroideries, woollen and silk manufactures, ami not the raw_ 
materials, which attracted European traders to India and supplied 
the basis for the lucrative trade of the East India Company, securing 
for it the virtual monopoly of trade with the east owing to the 
elimination of the competition of the French after the Seven Years’ 
War. There was at one time considerable opposition in England 
to the trade of the Company with India, since Indian imports of 
calicoes and spices, for which there was an insatiable demand in 
England, had to be paid for by an export of specie to India, ‘ which 
was a poor market for the English woollens. This agitation be- 
came so keen towards the end of the seventeenth century that, from 
that time onwards, the use of Indian textiles was penalized in 
England either by complete prohibition, or heavy import duties. 
We have already stated that tlie commercial instincts of the East 
India Company led it at first to encourage Indian industries, on 
which its export trade depended, but that the pressure of the vested 
interests in England led to a reversal of this policy in the eighteenth 
century, and India came to be looked upon primarily as a valuable 
source of raw materials necessary to develop the manufactures of 
England, which were rapidly expanding during the period of the 
Industrial Revolution. We have also referred to the various causes 
of the decay of the indigenous industries of India and traced the 
process of riirallzation during the latter half of the nineteenth 
century.^ ‘ ,,„i , ^ . 

All this did not fail to exercise a far-reaching influence both on 
the direction and the nature of India’s foreign trade. The first 

’ The acqui.sitlon of the Diwani of Bengal and the vicious system of 
inve.stments (purchasing ; goods for export out of .. the Indian revenues) consider- 
ably reduced the export of bullion to India and lessened the. opposition to the 
:..In(liBn Trade. \ y 
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half of ihe nineteenth century witnessed a remarkable change in 
the character of the trade between India and England. Flence- 
forvvard, India began to receive those very commodities as im- 
ports whicli had hitherto bulked so largely in her export trade, 
namely, cotton manufact;ures and sugar. The Lancashire cotton 
industry had so developed that by the middle of the century im- 
ports of cotton piece-goods represented about half the total imports 
of foreign merchandise into India. ^ 

§2. India’s trade from 1864-5 onwards. — The year 1869, when 
the Suez Canal was thrown open for navigation, marks for all 
practical purposes the beginning of the modern period in the history 
of India’s trade. The most striking characteristic of this period 
is the steady growth in the volume of the export and import l:rade.“ 
The following figures (in lakhs of rupees), giving the value of 
merchandise (including Government transactions) during the last 
. five years with quinquennial averages for the past seventy years, are 
of interest in this connexion.’ 




Imports 

Exports 

Total 

Quinquennial 

1864-S 

average 
to 1868-9 

31.70 

55,86 

87.56 

1869-70 

to 1873-4 

33.04 

,46, 2S 

89.29 

1874-5 

to 1878-9 

38,36 

60,32 

98,68 

1879-80 

to 1883-4 

SO, 1 6 

79, oS 

1,29,24 

1884-S 

to 1888-9 

61, SI 

88,64 

1,50,15 

1889-0 

to ,1893-4 

70,78 

1,04,99 

1-75,77 , 

i 8S4-.5 

to 1898-9 

73,67 

i,07,,53 

1,81,20 

1899-1900 

to 1903-4 

84.68 

1,24,92 


1904-S 

to 1908-9 

1,19,8s 

1.65,44 

2,85,29 

1909-10 

to 1913-14 

1,51,67 

1 2,24,23 

3.75-90 

1914-15 

to 1918-19 

1,59.25 

i 2,23,83 

3,85,08 , 

1919-20 

to 1923-4 

2,67,0s 

3,06,38 

5.73,43 

1924-5 

to 1928-9 

1.61,14 

3..53.S1 

6,04,53 

1929-30 

to 1933-4 

1 1,98,60 

i 

3,59,74 

In the year 


1,73,06 

I ■ 

! 2,26,50 

3,99..56 

1930-1' 


1931-3 


1,30,64 


2,91,84 

1932-3 


1,35.02 

i 1,36,07 

2,71,09 



1.17,31 

! 1,50,23 

2,67,54 

1934-5 


1,34,59 

j i..5S,o4 

2,89,63 


These figures show that exports increased from an average 
annual value of Rs. 55’86 crores for five years of trade during 


' C. W. K. Cotton, Handiook of Commercial Information for India, p. gS. 
The causes of the decline in the value of India’s foreign trade in tiie 
years 1929^30, to 1933-4 am explained' below. . . . . .. 

» Review of the Trade of India' (1934-5), P- 176. 
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1864-5 to i86S-g to 353'5i crorcs, which was the quinquennial 
average for the period 1924-5 to 1928-9. During the same period 
imports rose in value from 317 to 351 crores.^ 

Tlie chief causes of this growth nia)' now be Iiriefly indicated. 
Tile establishment of peace and order with the practical completion 
of the British conquest of India by the middle of the last century 
supplied the much needed security of life and property for the 
development of commerce. Improved means of communication also 
opened up the country far and wide for trade. The part played 
by the railways and roads has already been noticed in the last 
chapter, to which may be added the influence of the development 
of telegraphic and postal communications. The. most important 
single cause was the opening of the Suez Canal which brought 
India nearer to England by about 3,000 miles. The canal rehabi- 
litated the Mediterranean route to the East and gave new opportuni- 
ties to countries facing the Mediterranean, such as France, Austria- . 
and Italy. The utility of this route was immensely improved by 
the laying of the sub-marine cables between Bombay and Suez. 
This, together with the great improvement In naval architecture 
and the rapid growth of mercantile marine fostered by the various 
States, g'Rve a great fillip to India's trade with distant lands and 
permanently revolutionized its volume and character. I'he greater 
part of India’s exports came to consist of articlc.s of considerable 
bulk and comparatively low value, which could now be transhipped 
cheaply over thousands of miles so as to satisfy the growing inter- 
national demand for them. Foocl-slufl's like wheat, rice and tea, 
and raw materials such as cotton, jute, oil-seeds, hides and skins 
came to be exported in ever increasing quantities,- and they were 
paid for by the imports of manufactures, such as cotton piece- 
goods, machinery, hardware, railway materials, glassware, etc. 
from England, and later from other countries like Germany, the 
United States and Japan, where striking- developments in manu- 
facturing industry were taking place. Another factor which gave 
an impetus to the trade of India was the adoption of the policy 
of uncompromising free trade. The numerous internal customs 
barriers and transit duties which had so long impeded trade were 
swept away by 1853. The principle of free trade which had 
carried idl before it in England about the middle of the last century 

t See also Tlic Economic Resources of the Empire, edited by W. Worswick, 
article by TI. A. K. Lindsay, the Indian Trade Gommissioner. 

- -the .-igriciiltiiral policy of the Government in India was then l,-irf«ely inspired 
by: the idea , of stinmlati*^ the export of .Indian ^fkuUural produce, and , the 
big irrigation schemes undertaken in the- Punjab, United Provinces and .Sind 
were to a large extent in furtherance of thi» policy. 



was applied unhesltating-ly to India. Almost all the export duties 
were abolished by i87'4, find the discrimination in favour of British 
against foreig'n .shipping' was removed. Free trade, however, 
scored its greatest victoiy when, under pressure from Lancashire, 
all import duties with a few trifling exceptions were swept away 
in i 882.‘ 

We may in this connexdon notice the deliberate and organized 
cll'orts made by several countries, such as Germany and Japan, 
during the twenty-five years or so preceding the outbreak of the 
War, to establish direct trade relations with India and challenge 
the predominant position occupied by Great Britain in India’s 
international trade. The large share of the United Kingdom" in 
India’s trade during this period is easily accounted for. The 
establishment of the Company’s rule in India, the discomfiture of 
rival European nations and the use of its political power by the 
■ Company for developing- its trade in Indian goods have already been 
noticed. Though the Company’s trade monopoly was abolished in 
1813 and full freedom was given to all nationalities to establish 
commercial relations with India, and though all foreign countries 
were gradually placed on a footing of equality with England in 
respect of shipping, etc., the British people continued to be in 
practically monopolistic possession of the field until recently. 
During this long period the United Kingdom carried on a consider- 
able entrepdt trade in Indian produce, distributing it among other 
European countries. The investitient of British capital in Indian 
railways and other undertakings and the management of the rail- 
ways by British companies, British control of shipping and banking, 
the establishment of trade organizations in the country, such as 
the British export houses and the European (British) Chambers of 
Commerce, and the power of directing the fiscal policy of the 
country, were the principal factors which gave Britain an upper 
hand. 

§3. 'fhe struggle for the Indian market. — This supremacy began 
to be gradually undermined in the closing decade of the last 
century. Germany was the first power to challenge it and ivas 
later followed by Japan, whose interest in the trade with India was 
specially quickened after the Russo-Japanese War, The object of 
these powers was primarily to push the sale of their manufactures 
in India. But the organization created for this purpose also served 

^ It is true that tiu: import duties had to be reimposed for revenue pur- 
pose.s in 1894 owing to the fall in the exchange value of the rupee, which 
subjected the finance of India to a severe strain, ! but , they .were iriaintaiped 
at the general low rate of five per cent ad valorem, 

■’ ’ For statistical details' see §11. ; 
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to Stimulate Indian exports of raw materials and food-stuffs, which 
these countries required for their own industries. The principal 
methods adopted for this purpose were : (i) the development of 
national shipping services, (ii) the establishment of branches of 
national banks, such as the German Deutsche-Asiatische Eank and 
the Japanese Yokohama Specie Bank, which ofl'ered special credit 
facilities to their nationals, and (iii) the establishment of foreign 
commercial houses at the principal centres of trade, like Bomliay 
and Calcutta. It is hardly necessary to point out that this activity 
had the full sympathy and support of the Governments concerned, 
and their consulates in India did yeoman service in fostering 
their country’s trade with India. The United States, however, 
was for a long- time content to deal with India through London 
and her efforts to promote direct trade relations were until after 
the outbreak of the War not so conscious and determined as those 
of Germany and Japan.’ 

§4. The jire-War position summarizetl. — Tlie combined effect of 
all the factors noticed above was seen in an enormous growth of 
the export and import trade of India, though the figures given 
show that the growth did not take place at a uniform pace through- 
out the period reviewed. Up to 1S73, there was a heavy increase 
in exports, especially between 1864 and 18G9 owing to the Ameri- 
can Civil War which led to large exports of cotton at high prices 
from India, while it checked the imports of piece-goods into the 
country owing to the difficulties of England in obtaining the usual 
supply of raw cotton. Between 1873 and the end of the century 
trade development was comparatively slow." This was largely due 
to certain special factors. In the first place, the rupee had been 
steadily losing its gold value and fell from two shillings in 1872 
to about fourteen pence in 1893. The violent oscillations in the 
value of the rupee introduced an element of uncertainty and specu- 
lation in the foreign trade with gold standard countries and served 
to check its normal growth. Moi-eover, the famine of 1876-8 and 
the two others which occurred at the end of the century, and the 
repeated visitations of plagucj which first appeared in Bombay in 
i8g6, aggravated the .situation. Lastly, while the successful 

’ The languid interest of France in Indian trade . is accounted for by the 
fact that , her exports consisted mostly of luxury article.s for which there was 
no large demand in India.. See R. M. Joshi, Indian Export Trade, cli. vii. 

“ Joshi shows (op. cit.j. p.. 8.) that, between. 1834 and 1855 exports rose from 
8 to 23 crores , of rupees,. ; and. between .iSjs and 1873 from 23 to ; 60 crores. 
Between 1873 and 1893, rise was only from 60 to 100; then till 1899 there 
,\yas practically no rise: at all.; and. it was only, between 1899 and' 1914 that there 
w.as the striking rise from. 106 to 203 crores of rupees. 



stabilizalion of the rupee at is. ^d. between 1898 and 1914 smooth- 
ed the course of India’s trade with gold standard countries, the 
appreciation of the rupee contributed, to some extent, as we have 
already seen, to the loss of trade in textiles with Japan and China. 

The first fourteen yeaits of the new century witnessed a remark- 
able expansion of the foreign trade of India, especially after 1905. 
The largest iticiajase was revealed by the five years preceding the 
War, for which the average was Rs. 224-23 crores for exports, 
and i 5I'67 for imports, as against Rs. 124-92 crores for exports 
and 84-68 for imports during the five years from 1899-1900 to 1903- 
04. During these years the rupee was almost stable, public works 
such as railways and irrigation were being pushed forward with 
vigour, there were no serious famines such as those at the end 
of the previous century, and the virulence of plague was decreasing. 
Moreover, as already stated, Germany and Japan, and to a le.sser 
extent the United States, were making organized efforts to push 
their trade, which was fast expanding under the stimulus of the 
economic transformation which they were undergoing, bringing 
them into line with England as industrial nations. 

§5. Effects of the War on India’s trade. — ^'Ihe following tables^ 
bring out the eifects of the War on India’s trade. 


TABLE I 

Value (in millions of pounds) of the overseas trade in 
total merchandise 


1 1913-14 

1 I9»4-'S 

1915-16 ■ 

I 1916-17 

1917-18 

1 1918-19 

W 

imports 

I27-S 

1 96-5 

92-1 

[ io6-8 

109-6 

125-7 

Exports 

166 


133 

167-9 

163-3 

170-2 


TABLE II 

Value (in millions of pounds) of the overseas trade 
(total merchandise calculated at the price current in 1913-14) 


; I913-I4 

.1914-15 '■ 

■ 1915-16 j 

1916-17 

1917-18 

1918-19 

Imports 

1 ' 127-5 ■ 

9.5-6 

73-1 

i 62-8 

SI-9, 

46-9 

Exports 

,166 ,,T 

Tiig., ..-:- ■■ 

, 129-.,J 


, 130-6 



’ Stie S. G. Pannndikai-, The Economic Consequences of the War, pp. 44-5. 
ii—ie . . ■ 
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In order to ascertain the effects of the War on the volume of 
trade it is necessary to take into consideration the rise in prices 
■which took place duriuf^ the War years. This particularly applies 
to the imports, which ro.se in value much more than the exports, 
'raking the prices of exports and imports in ipi.^-i.j. as loo, while 
the prices of imports rose to 368, those of export s rose only to 150 
in 1918-19. Even taking into consideration only the recorded values 
of exports and imports, '.fable I above shows that both the brandies 
of foreign trade received a set-back on the outbreidi; of the War and 
that, while the value of the exports recovered from 1916-17 onwards, 
that of imports lagged behind the pfe-War year even so late as in 
igrS-tg. Table II, however, shows that there was a far more 
.serious reduction in the volume of trade, especially of the import 
trade, which declined continuously throughout the War years. Wc 
may now briefly examine the causes which brought about this stale 
of affairs. The War led to a complete cessation of trade with the 
enemy countries. The discontinuance of trade with Germany -was 
particularly serious, for she had been India’s best' customer after 
Great Britain in the pre-War period. At the same time the trade 
with the allied countries, like Great Britain, France, and Belgium, 
could not be maintained at Ihe pre-War level owing to their pre- 
occupation with the War. Trade with neutral countries was sub- 
jected to restrictions calculated to prevent munitions of war from 
India reaching Germany through such countries and to make Indian 
i^upplies solely available for the Allies. A more distressing factor 
was the sharp rise in freights as a result of the disappearance of 
enemy tonnage from the high seas and the. pressure of w'ar require- 
ments on the remainder available. The tonnage difficulty particu- 
larly affected India owing to her being, .separated Ijy a greater 
distance, from western Europe than other suppliers of raw materials 
to Europe like the Argentine, Brazil, Canada, and the United States 
of America. 'I'liis factor largely discounted the advantage which 
India might otherwise have derived from the great demand in 
Europe for her commodities. 'Hie di.slooation in the foreign ex- 
changes and the insecurity on the sea owing to the destructive 
activity of the ‘Emden’ and the 'Konigsberg’ tvere also factors 
which disturbed the course of trade. 'I'he country, however, soon 
began to adapt itself to war conditions. Large quantities of sand- 
bags for trench warfare and hides for the manufacture of boots for 
the .soldiers were required, and this greatly stimulated the exports, 
'fhe export trade would have shown an even, larger increase had it 
not been for the difficulties regarding export finance arising from 
the curtailment of the sale of Council Bills, and from Government 
control. Though the irnport trade <}id not experience the same 


revival, the gap caused in the Indian market was partly filled up 
by increased imports from the United States and Japan who fully 
exploited Ihe situation so created to their own advantage. Thus 
tile War afieclcd Indian trade more adversely than the trade of 
some other countries like Japan. ‘While India’s trade was pain- 
1 Lilly endeavouring-, till the cessation of the hostilities, merelv to 
recover from the adverse clTects of the War, making it futile to 
expect its expansion, Japan’s export trade had more than trebled 
and her import trade had increased aj- times by the time of the 
Armistice.” 

One welcome feature, however, of India’s War-time foreign 
trade was the increase in the exports of manufactures, whose per- 
centage to the total export trade rose from 23'4 per cent in 1913-14 
to 36-6 per cent in 1918-ig, though much larger increases were 
recorded in the case of other countries like Canada. The artificial 
' stimulus given by the War to Indian industries like cotton, jute, 
leather, steel and iron has already been noticed, and this accounts 
for the increase in the exports of manufactures, which, however, 
might have been much higher if India had been fully prepared to 
take advantage of the temporary disappearance of foreign com- 
petition in her markets. It is necessary in this connexion to supply 
a corrective to the common notion that the War brought immense 
prosperity to India. The abnormal increase in her favourable 
balance of trade was not an unmixed blessing. It had, for instance, 
the effect of inflating the currency by the addition of a large volume 
of paper money and rupee coinage.- The enforced reduction in 
imports occasioned very serious Inconvenience, and though a few 
traders, especially in capital towns, seemed to be making more 
money than they quite knew what to do with, there is no proof 
of a general rise in the standard of life and it is quite certain that 
the phenomenal rise in prices adversely affected a larg'e number of 
people.® 

§6. Post=War trade from 1919-20 to 1934-5.— The figure.s over- 
leaf may serve as an introduction to a discussion of the post-War 
developments in trade. ' 

As in a number of other countries, so in India, the early post- 
War period was characterized by a trade boom caused by the 
removal of many of the War-time prohibitions on exports, as well 
a.s a gradual resumption of commercial intercourse with enemy 
countries accompanied by an improvement in the freight position. 


* Piuiandikar, . op. cit., p. 53. 

’ Kor a fuller treatment of the question .see ch. vii, viiu 
’ .See Paiianclikar, op. cit., pp. 46-7; 
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Value {in crores of rupees) of sea-borne trade in total 
merchandise (inchuUng Government stores) 


Year 

Imports 

Exports 

Net 

exports 

Year 

imports 

Exports 

Not 

iqiQ-20 

221-7 

336-02 

•f 114-32 

1927-8 

261-53 

330-26 

4 - 68-73 


347'.‘;6 

267-76 

- 79-80 

1928-9 

263-4 

339-15 

318-99 

4 - 75-75 

1921-2 

282-59 

248-65 

- 33-94 

1929-30 

249-71 

4-69-28 

1922-3 

246-19 

316-07 

4- 69-88 

1930-1 

173-06 

226-5 

4 - 53-44 

1923-4 

237-18 

363-37 

4-126-19 

1931-2 

130-04 

161-2 

4-31-16 

1924-S 

253-37 


•f 146-87 

1932-3 

135-02 

136-07 

4 - I -05 

1925-6 

236 

1 386-82 

4-150-82 

1933-4 

117-31 

150-23 

4-32-92 

1926-7 


3 D -05 ^ 

4- 70-23 

1934-5 

134-59 

155-04 

4 - 20-45 


There was also a brisk demand for Indian produce on the part of ■ 
the Western countries for the reorganization of their industries, 
The revival of trade, especially on the side of exports, would have 
been even more striking- but for the railway cong-estion in India, 
high prices, labour troubles, unstalile foreign exchanges, the rise 
in the exchange value of the rupee and the continuation of the 
restrictions on the export of cereals owing to the failure of the 
monsoon in igi8-ig. Even as it was, however, the pace of the post- 
war boom was too fast and it was inevitable that before long it 
should be succeeded by a slump, indications of which were clearly 
apparent in the latter part of the year igao-i. The export trade 
was the first to be affected. The markets of Great Britain, the 
United States and Japan, who were all among India’s best cus- 
tomers, were glutted with Indian produce, and there was a con- 
siderable slackening of the demand on tlicir part. The countries 
of central Europe, which had been a valuable market for Indian 
exports during the pre-War period no doubt badly wanted Indian 
products, but could not buy them owing to their sliattered resources 
and reduced purchasing power. The continuous inflation of their 
currencies and their unexampled depreciation in terms of foreign 
currencies, combined with their inability to command credits abroad, 
made matters still worse for them. The unsatisfactory rains of 
1920 in India and the high prices of food-stuffs necessitated the 
continuance of the embargo on the export of food-stuffs. There 
was also a severe crisis in Japan which checked the exports of 

‘The net exports (excess of exports over, imports) of private raorchanilisr 
(ber-horne tiade), excluding Goveinment stores, for the Iasi five )cars wen: as 
follows : Rs. 0o-82 crores in 1930-1, Rs. 34-18 crores in 1931-2, Rs. 3-05 crores 
in 1932-3, Rs. 34-37 crores in 1933-4 and Rs. 22-47 crort-s in 1934-5. 
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IndiMii collon to that country. The ill-fated attempts of the Govern- 
meut to stabilize the exchange value of the rupee at. 2.?. (gold), on 
the recommendation of the Babington-Smith Committee,’- further 
paralysed the already weak export trade. The import trade, on 
the other hand, expanded rapidly. India’s import requirements had 
been starved during the War and orders had been placed for 
machinery and otlier manufactured goods during the War and after 
the Armistice for delivery at the discretion of the manufacturers, 
and these now began to pour into the countrje The higli exchange 
also gave a powerful stimulus to the. import trade and orders were 
placed for immense quantities of foreign manufactured goods. It 
is no matter for surprise, therefore, that there was a heavy balance 
of trade against India, to the extent of Rs. 79-8 crores in 1920-1, 
which continued into the next year when it amounted to Rs. 33'93 
.crores. fhe year 1921-2 was one of unrelieved depression, when 
heavy losses were incurred by the importers as a result of the 
collapse of the rupee and the failure to stabilize it at 2S. 
(gold). 

After the year 1922-3 a recovery was discernible. And at least 
so far as the import trade was concerned, the trend towards the 
restoration of normal conditions was continuously in evidence till 
the year 1929-30. The conditions which favoured the progress 
towards gradual recovery were the progressive stabilization of the 
European currencies, the improvement in the credit position of 
the central European countries and the apparent settlement of the 
reparations question by means of the Dawes Scheme in 1924. The 
League of Nations, it may be noted here, played a beneficent part 
in hastening the progress of restoration, for example, by helping 
Austria and Hungary in the work of currency stabilization. In 
spite of the amendment of the situation, however, it never became 
entirely satisfactory, owing, among other things, to the fact that 
the international financial problem still dominated the situation, and 
Europe was not yet rid of her War-time legacies of tariff barriers, 
with rapid fluctuations in the tariff rates and the contraction of 
credit, of production and of purchasing power. Economic condi- 
tions in foreign countries were, nevertheless, becoming more stable; 
for example, during the year 1927-8 Great Britain recovered from 
the depressing effects of her prolonged coal strike, Italy returned to 
the gold standard, and the French exchange was virtually stabilized. 
This advance continued into the year 1928-9, only to be followed, 
however, by a depression world-wide in scope and unprecedented 
in magnitude. ; / ^ 


’ See ch. vii. 
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§7. India’s trade and during the world economic depression.' — 
A downward trend of trade started in October 1929, after the Wall 
Street collapse, and it has since then spread to most other countries 
all over the world. The main causes of. this trade depression, which 
has g-reatly dominated India’s forcig-n trade durinf^' the last few 
years, may be summed up as follows : — (i) overproduction in com- 
parison with the normal rate of consumption in the. case of both 
raw materials and manufactured products, but ptirticularly in tlie 
case of the former ; (ii) monetary causes, especially the. concenti*a- 
tion of gold in America and France resulting in a depletion of the 
reserves of the Central Banks in other countries and the consequent 
deflationary policy followed by these banks (see below); (iii) poli- 
tical unrest in many quarters of the globe, notably in India, China 
and South .A.inerica“ and subsequently in other countries. These 
factors adversely affected the foreign trade of India in 1929-30, i930-i_ 
and subsequent years — a fact clearly brought out by the table on page 
244 and tables I to IV on pp. 253-5. The fall in the value of 
exports was mainly due to the disastrous fall in the prices of 
agricultural raw materials and the decline in tlie foreign demand 
for India’s staple exports. The fall in the value of imports was 
largely the result of tlie reduced purchasing power of the consumers 
in India and the political situation in the country. The total value 
of imports of private merchandise into British India in 1929-30 
amounted to Rs. 240-8 crorcs and that of exports (including- re- 
exports) to 317-9 crores. On the basis of the corresponding figures 
for 1928-9 these indicated a decline of Rs. 12-5 crorcs or 5 per cent 
for imports and of 20-1 crorcs or 6 per cent for exports. Further 
big decreases took place in the year 1930-31 as the trade depression 
deepened. The total value of imports of private merchandise fell 
from Rs. 240-8 crores to 164-79 crores (or by 31-7 per cent) and of 
exports (including re-exports) from Rs. 317-9 crorcs to 225-6 crores 
(or by 29 per cent) in 1930-31. Thi.s big drop in the value of 
exports was due to the heavy fall in the prices of India’s export 
: commodities.. ■ 

Before reviewing India’s foreign trade in 1931-2, we may further 
consider the -world economic and monetary situation during that 
year. As Sir Henry Strackosh has very elearlj^ pointed out in a 
memorandum published as a supplement to the Economist, the ab- 
normal movement of gold to America and France after 1928 was 
one of the most important causes of the deflation that followed 
and of the catastrophic fall in prices. Both these creditor countries, 

' This section is mainly based on the annual Review of the Trade of India 
from 1929*30' to 1934-5. 

^ Review of the Trade of India (1930-1); p. 2. 
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by raising Ihclr tariJIs and other measures, compelled debtor coun- 
tries to pay largely in gold. The fall in prices made exports of 
commodities dilificult, even if the creditor countries were prepared to 
accept them, which in most eases they were not. And in 1931 the 
gr(;:if reduction of gold holdings in the debtor countries left them 
no ojition liiU to postpone their repayments by borrowing abroad 
and to ask tor revision of the existing arrangements. Thus the 
year 193 1-2 was even more diastrous than 1930-1 and witnessed 
an unparalleled economic collapse throughout the world. It was 
mainly characterized by the financial blizzard which first affected 
Austria, Germany and central Europe. In the autumn of that year 
England felt its full effect and was forced to suspend the gold 
standard in the third week of September 1931. India and many 
other countries followed suit. 

The immediate effects of the suspension of the gold standard 
on the economic situation were on the whole beneficial. The de- 
preciation of the pound sterling, and consequently of the rupee, ^ 
and other currencies within the sterling zone checked the earlier 
deflationary tendency. Priefes in some cases, as in India, rose 
slightly. At any rate the downward trend of prices was checked 
(see ch. ix, §19) unlike in America and France who remained on 
the gold standard. This led to a feeling of subdued optimism but 
the situation was full of danger. Most currencies were no longer 
linked to gold, nor were they linked to each other or controlled by 
any guiding principle now that the g-old standard was abandoned. 
International trade became uncertain and difficult in consequence of 
the introduction of numerous exchange restrictions which aggravated 
the already unhealthy economic condition of the world caused by 
reparations and inter-Allled debts. Rupee prices were on the down- 
ward trend once more from the close of the financial year 1931-2, 
thoug-h the rate of fall was not as steep as in the earlier phases of 
the depression. Exports of private merchandise from India (includ- 
ing re-exports) fell in value from Rs. 225'6 crores in 1930-1 to i6o'5 
crores in 1931-2. During the same period imports declined in value 
from 164-8 crores to 126-3 crores. Thus the fall in the case of 
exports was naturally far greater than in the case of imports owing 
to the fact that the prices of agricultural commodities and raw 
materials, which form the bulk of India’s exports, fell to a much 
greater extent than the prices of manufactured goods which form 
the bulk of Indian imports. Had it not been for the enormous 
quantity of gold exported from India after Great Britain went off 

’ When England went off the gold standard the rupee was linked to the 
pound sterling at is, 6d. See ch,-viii for the: controversy raised by this in India. 
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the gold stfindfirch the balance of trade in favour of India would 
have dwindled to a very negligible fig'ure indeed. The low pur- 
chasing power of the Indian agriculturist, -whose income had shrunk 
to half, or less 111.111 lialf, owing to the tremendous fall in the prices 
of jute, cotton, oil-seeds and other agricultural commodities, could 
not fail to alfect adversely the import trade of India. 'I'he con- 
tinued adverse political situation in the country and the policy of 
protection to Indian industries were other causes ivhich resulted in 
reduced imports of certain classes of articles such as cotton piece- 
goods and sugar. . 

The year 1932-3 was most inconclusive so far as the economic 
and financial situation abroad was concerned. The beginning of 
the year was full of promise after the Lausanne Conference, held 
in June 1932^ had ended, apparently successfully, and it was hoped 
that the vexed question of reparations and War debts would be 
settled once for all. The successful loan conversion operation in 
Great Britain and the consequent lowering of the rate of interest 
liad created a feeling of optimism. But as the year advanced these 
hopes receded further and further. The War debts question could 
not be solved owing to America’s attitude on this point being 
unaccommodating owing to her own domestic difficulties. The 
failure of the Disarmament Conference also added to the prevailing 
gloom. In the meanwhile, under the influence of the prevalent urge 
towards economic nationalism each country was trying to reserve 
its markets for its own nationals by raising tariffs, by prohibiting 
imports and adopting other devices. At the close of the year the 
American financial crisis started, America also went off the gold 
standard and the dollar began to depreciate. In India the larger 
faU of agricultural prices as compared with industrial prices con- 
tinued during the year. The total value of imports of private 
merchandise into British India during 1932-3 amounted to Rs. 133 
crores and that of exports to Rs. 136 crores. Compared with the 
preceding year there was an improvement of Rs. 7 crores or 5 
per cent in the imports and a decline of Rs. 25 crores or 15 per 
cent in exports. The slight improvement in imports was due partly 
to the abatement of political excitement in the country and partly 
to the large continued exports of gold which enabled India to pay 
for her imports. The slump in the export trade was at its wor.st 
in the year 1932-3. The visible balance of trade in merchandise was 
only Rs. 3 crores, the smallest figure on record. The exports of 
gold (Rs. 65 crore.s) again helped to keep up the total visible balance 
of trade. ' ' ^ 

’ See §15 and also clu viii. 




The year 1933-4 the fifth year of the great world-wide 

economic depression and left behind it a confused legacy of tentative 
experiments and new departures. The political situation was 
worsened by the defection of Japan and Germany from the League 
of Nation.s. The failure of the World Economic and Monetary 
Conference, held in London in Junc-July 1933, to ratify the world’s 
most comprehensive programme of world co-operation and economic 
internationalism, owing to the hostile attitude of Axncrica towards 
the stabilization of world currencies, proved a signal for excited 
action. A freer and more extended charter was given to economic 
nationalism with all its weapons of restriction— exchange control, 
prohibition, quotas, tariffs. The great American experiment of 
socialization of finance and industry, undertaken in the Recovery 
Plan of President Roosevelt, while it exercised a certain beneficial 
.influence on world prices, obscured the beginning of a genuine 
rise in world prices of commodities by the greater speculative rise 
based on the prospect of inflation in America. The period of dollar 
uncertainty probably enhanced the difficulties in the path of in- 
creased international trade. The Recovery Plan in some ways 
accentuated existing uncertainties and disturbed existing channels 
and accustomed modes of business. Nevertheless, on the whole, 
there were feeble indications in the year 1933-4 the corner 
was about to be turned and that at least some recovery had 
at last been made from tlie depression. In India the year 1933-4 
was the first complete year after the introduction of the preferential 
duties resulting from the Ottaw'a Agreement made by the Govern- 
ment of India with His Majesty’s Government in the United King- 
dom at the Imperial Economic Conference held at Ottawa during 
July-August 1932. (See chapter XIII for the examination of the 
effects of that .Agreement.) Apart from the Ottawa Agreement, 
the outlook in India has been considerably changed by some recent 
legislation (sec chapter II above) intended to deal with the intense 
competition from Japan. Of the greatest importance has been the 
conclusion of a new Trade xAgreeraent with Japan which came into 
force early in 1934. (See chapter XIII,) Closely a.ssociated with 
this development were the unolKcial negotiations which resulted in 
what is known as the Mody-Lees . Pact which is reviewed in the 
concluding chapter. Indian conditions generally showed some pro- 
gress towards recovery, although agricultural conditions remained 
much the same. The Calcutta price index had remained steady 
at 89. Apart from a few exceptions prices of agricultural com- 
modities showed little or no increase. The; only commodity which 
did shdw a considei'able rise was’ tea and this was due to the 
export restriction scheme which was introduced during 1933-4. The 
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cotton mill industry was in a depressed condition. The jute mill 
industry was slowly reaping' the benelits of restriction of output 
which it had impo.sed upon itself. The iron and steel and sugar 
industries were generally in a healthy condition. The coal indusli'y, 
however, remained in the throes of depression. So lar as Ihe 
foreign trade was concerned, the Indian position showed a distinct 
iniproverueut and the visible balance of trade, evim excluding' ship- 
ments of gold, was appreciably in her favour. The total value 
of the import.s of private merchandise into British India during 
1933.4 amounted to Rs. 115 crores and that of exports to Rs. 150 
crores. Compared with the previous year, there was a decline of 
Rs. 17 crores or 13 per cent in the case of imports while exports 
recorded an improvement of Rs. 14 crores or 10 per cent. (For 
variations in the several items of import and export trade duriiyg 
1933-4 see §10.) ., 

The year 1934-5, which the latest statistics are available, 
showed a small improvement in the volume of international trade, 
.A.ccording to the Review of the World Trade for 1934, the quantum 
of world trade in 1934 increased by 3 per cent as compared with 
1933. The recovery was, however, very uneven. Generally it may 
be said that the countries in the .sterling group did better than 
countries in the gold block. World trade, however, is still much 
below the level of 1929, the volume of trade, in 1934 being esti- 
mated at 77'5 per cent of the 1929 -figure. The history of the past 
few years suggests that measures of internal reconstruction, are 
successful only to a limited extent in stimulating economic recovery. 
In some re.spects the course of events in 1934-5 was such as to 
retard recovery. In the political sphere international conditions 
were not such as to inspire confidence. In the field of finance, the 
silver purchase policy of the United States Government forced up 
the prices of that commodity and Jed to a .serious overvaluation of 
the Chinese currency and finally to the virtual abandonment by 
China of the silver standard. During the year the gold standard 
countrie.s were subjected to a severe drain and Belgium was com- 
pelled to devaluate the belga by, 28 per cent. Germany and Italy 
imposed stringent restrictions on import trade. These measures led 
to the conclusion by several countries of clearing agreements with 
Germany and Italy on a compensation basis. The measures of restric- 
tion in pursuance of cither national self-sufficiency or the maintenance 
of exchange were extended and reinforced in the year 1934-5 
several other European countries. The increasing tendency towards 
hilateralism is one of the nvarked features of ii-orld trade today. 

In India signs' of further progress towards recovery were visible 
in many directions during 1934-5. Industrial progress seems to 



have been fairly generally maintained, with the exception of coal. 
(Sec chapter II ante.) As regards the agricultural situation the 
output oi. .some of the crops was less than in the previous season. 

1 here was .some iiiiprovement in agricultural price.s, oilseeds and 
cotlon showing a distinct recovery. During the second half of 
the year jute prices also advanced. Wheat however fetched lower 
price.s. lea had a disappointing year. On the whole the agri- 
cultural sit.itallon was distinctly better than in 1933-4. Prices, 
however, are. still at a low level, while the overseas demand for 
Indian produce like rice, wheat, and most kinds of oilseeds has 
shown few signs of improvement. As regards foreign trade, the 
increase in Imports was much larger than in the case of exports, 
and the balance of trade in merchandise fell by Rs. ii| crorcs. The 
total value of imports of private merchandise amounted to Rs. 132 
,crores and that of exports to Rs. 155 crores. As compared with the 
previous year 1933-4, there was an improvement of Rs. 17 crores or 
15 per cent in the case of imports and of Rs. 5 crores or 3 per 
cent in the case of exports. (See §10 below for variations in 
the principal items of import and export during 1934-5.) The 
net exports of gold in the year amounted to Rs. 52I crores (as 
compared with 57^ crores in the preceding year) and maintained 
India’s visible balance of trade. This .shows that our export trade 
in merchandise continues to be in a weak position. There is there- 
fore an imperative need for reviving our export markets since it 
is both risky and undesirable to depend in future on large gold 
exports in order to enable India to meet her liabilities abroad. 
The newly adopted policy of trade agreenieats, which has bearing 
on this issue, is examined in the concluding chapter. 

§8. Changes in the volume of India’s trade.— -The following 
figures have been compiled to show the value of imports and exports 
of merchandl.se on the basis of the declared values in 1913-14, thus 
giving" an idea regarding changes in the volume and course of 
India’s foreign trade. , 

TABLE P 
In crores of rupees 
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It will be noticed that the trade figures of the years 1928-9 and 
1929-30 as calculated on the declared values of 1913-14 are a record 
for both imports and exports as well as the total trade in merchan- 
dise. Imports ill 192S-9 exceeded the pre-War figure for 1913-1,'!. 
Similarly, exports surpassed the pre-War figure as well as the 
record figure of 1924-5. The figures for 1930-1 and the subsequent 
years of the trade depression however, show a serious retrogression 
from the record level attained in the preceding year, revealing a 
decline of several crores of rupees on 1913-14 prices in the total 
trade in merchandise (excluding re-exports). The table also shows 
a moderate progress in recovery in 1933-4 from the record low 
level of 1932-3, indicating as it does an improvement of Rs. 17 
crores on the basis of 1913-14 prices in the total trade. There was 
a marked improvement during, 1934-5 in the volume of both exports 
and imports, the recovery in the case of imports being larger than, 
in the case of exports. A comparison of the values given in the 
preceding table with the actually recorded values for each year 
gives the following index numbers for imports and exports. 
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These figures show that the level of prices for imports was 
distinctly higher than that for exports and partly explains why the 
import trade did not reach the pre-War level until 1928-9. The 
margin between import and export prices, however, contracted 
considerably in ig27-8‘ and 1928-9, though it again widened 
in 1929-30 and .subsequent years of trade depression up to and in- 
cluding the year 1933-4 owing to the fact that prices declined at 
a higher rate on the export side than on the import side in com- 
parison with the preceding years, the index number for 1930-1 
being actually lower in the ca.se of exports than in 1913-14. Since 
1931-2 the index numbers have, been lower, both in the case of 
imports and exports than in 1913^14, owing to the disastrous fall of 

VIn .1927-8 the index number for imports vvas 136 and that for c.-eports 130. 


prices. lixport prices are still on a lower level tlian prices of imported 
articles though the margin between the two declined by 2 points 
hi 1934"5- ^hc higher level of import prices during this period has 
meant that; India has had to export more goods for obtaining a 
given quantity of imports. 

§9. Characteristics of India’s sea-borne trade.— We may now 
proceed to examine the principal characteristics of India’s sea-borne 
trade. Ta.ble.s I and 11 below mention the value of imports and 
exports of private merchandise according to five main classes; 
while tables III and IV show the comparative importance of the 
principal articles imported into and exported from British India 
respectively. 


TABLE I (Imports)* 
In crores of rupees 
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Pre-Will- 

average 

War 

average 

Poat-War 

average 

1933-4 

1934-S 

I. 

Food, drink and 

tobacco 

21-8 

26-4 

37-8 

12*2 


11. 

Raw marenals. produce 
and articles mainly un- 
munnfactured 


9-9 

ig-o 

15-2' 

17-1 

m. 

Articles wholly 0 
manufactured 

mainly 

jii-8 

Io8’2 

192-6 

8s-a 

98-6 

TV. 

Living animals 


0-4 

0-5 


0-3 


V. ^ 

Postal articles not 

specified 

17 

2-8 

4'4 

2-5 


Grand Total .,. 

MS’S 

147-8 

254-0 

115-3 

132-3 


TABLE II (Exports)’ 
In crores of rupees 




1 Pre-War 

1 aver.age 

r~ — ; 

1 War 

I average 

[postAVar 
1 average 

1933-4 

1934-5 

I. 

Food, drink and tobacco 

1 63-0 1 

59-6 

59-7 1 

36-0 

36-1 

11. 

Riiw nniterials, produce 
and articles mainly un- 
tnannfactured . , 


1 86-4 

! 145-9 1 

68-9 

75-2 

III. 

Articles wholly or mainly 
manufactured 

So-C 

■ 

, 68-4 

77-9 

39-9 

38-S 

IV. 

Living animals 

0-3 . ! 


: : 0-3 



V. 

Postal articles 

0-9 

1-3 

'■ 2-5 

1-4 

1-3 


Grand Total ..., 

219-4. ■ 

■ 215-9 

286-3 

146-3 

151-2 


^ Review of the Trade of India in pp. 178-9. ■ 

’ tbirf., pp.,.i8o-i. ■ 
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The above tables illustrate numerically the oft-repeated state- 
ment that the bulk of the exports from India consist of food-stuffs 
and raw materials and the bulk of the imports, of manufactured 
articles. We have already explained above how this characteristic 
of India’s present-day trade stands in marked contrast with her 
foreign trade up to the opening- decades of the last century, and 
also the process of the transition from the one to the other. VVe 
have also discussed the question I'elating to the policy to be followed 
with regard to the export of food-stuffs and raw materials from the 
country.* Similarly, in the preceding chapters hardly a single 
opportunity has been lost of insisting with all possible emphasis on 
the desirability of rapid industrial development in the country so as 
greatly to reduce our present dependence on foreign manufactures. 

Even long before the War, a slight improvement in this direction 
had taken place and the percentag-e of exports of manufactures to_ 
the total exports had shown a tendency to increase gradually, though 
the bulk of the exports, then as now, wei'e in the form of raw 
materials and food-stulfs. During the War period, for reasons 
already explained, this percentage showed an appreciable increase 
from 22-4 in 1913-14 to 36-0 in 1918-19. 

In spite of some improvement, however, it is clear that the 
salient features of the trade of India remain essentially as described 
above. For example in 1934-5, 74-6 per cent of the irnport.s con- 
sisted of wholly or partly manufactured articles and about 75 per 
cent of the exports of raw materials and food-stuffs. 

§10. Broad analysis of imports and exports ( 1933-4 and 
1934 - 5 ) : (i) Imports. — It will be seen from table III above that 
cotton and cotton goods hold the place of honour on the import 
side, though the percentage proportion to total imports has fallen 
from the quinquennial pre-War average of 36 per cent to 19-32 per 
cent in 1933-4 and to 20-44 per cent in 1934-5. In chapter II we 
have already explained the causes of the appreciable decline in the 
imports of cotton piece-goods. There was a noticeable revival in the 
imports of cotton manufactures during 1934-5, though the record 
of the year did not attain the 1932^3 level. The improvement was 
shared by all the principal sections of tlic trade, being assisted by 
some degree of betterment of general economic conditions. The 
total imports of cotton manufactures, excluding fents, in 1934-5 
were valued at Rs. 21,76 lakhs, as compared with Rs. .17,29 lakhs 
in the preecding year. Imports of cotton twist and yarn were 
valued at Rs. 310 lakhs:; the quantity which this value repre-sonted 
was 34 million lb. Compared with the preceding year, there was 



an increase of about 2 million lb. or per cent in quantity and 
Rs. 52 lakhs, or 20 per cent in value. The increase was due mainly 
to the larg-er imports of mercerized yarns. Gray yarns, which con- 
stitute the bulk of imports, fell by i-6 million lb. in cpiantity. 
Imports of raw cotton increased from 24,000 tons valued at Rs. 3,43 
lakhs in 1929-30 to 43,000 tons valued at Rs. 3,56 lakhs in 1933-4 
and 61,000 tons valued at Rs. 5,28 lakhs in 1934-5. This increase 
i.s explained by increased home production of yarn of higher counts 
for which the finer long-staple cotton has to be imported. 

Next in importance to the imports of cotton and cotton manu- 
factures are machinery and mill-work, metals and ores. The im- 
ports of machinery and mill-work . (which since April 1928 include 
railway locomotive engines, tenders and parts) were valued at 
Rs. 12,64 lakhs in 1934-5 compared with Rs. 12,77 lakhs in 
i933‘4' Imports of metals and ores improved by Rs. i, 88 lakhs 
in 1934-5 as compared with the preceding year, iron arid steel being 
respomsible for an increase of Rs. 85 lakhs, copper, wrought, for 
Rs. 52 lakhs, brass for 30 lakhs, and tin, unwroiight, for Rs. 13 
lakhs. Our imports of sugar, which not long ago held the second 
place, i.e. to piece-goods, now occupy a secondary^ place in the 
import trade, owing to the rapid expansion of the home industry 
owing to protection .since 1931-2. (See Vol. I, chapter VI, §7.) 
Imports of sugar of all sorts amounted to 1,012,000 tons valued 
at Rs. 15)77 lakhs in 1929-30. The quantity imported declined to 
223,000 tons and value to Rs. 2,11 lakhs in 1934-5. Other articles 
of considerable importance are oils (valued at Rs. 6,75 Iakh,s in 

1933- 4 and Rs. 6,97 lakhs in 1934-5); vehicles, especially motor 
vehicles (valued at Rs. 4,77 lakhs in 1933-4 ^itd Rs. 6,00 lakhs in 

1934- 5) instruments and apparatus, wool — raw and manufactures, 
silk manufactures, hardware, chemicals, paper etc. The value of 
grain, pulse and flour imported in 1934-S showed a marked increase 
of Rs. 1,82 lakhs over the previous year. This was principally due 
to the larger imports of rice.® 

(ii) Exports.— On the export side, as table IV above shows, 
cotton and jute are the most important commodities. Here again 
the world depression and the big drop in the prices of the primary 
products of agriculture, such as cotton, jute, oil-seeds have produced 

A* The number of motor cars imported rose from '9,759 ' to , 14,434 and the 
v.aUie of the Imports from R.s. 1,77 to Rs. 3,59 lakhs. The number of motor 
Omnibuses imported rose, from 5,496 to 9,973 with an increase in value from 
Rs. 66 to Rs. 1,31 kokhs. This . represents a further approach to the pre- 
depression level. ! ■■ 

“ In vol. I, chapter vi, we have already dealt with the competition of 
imported wheat and rice in the Indian markets and the protective measures 
, adojfted’ih recent' yGUrs. ' : ' ; ^ ' 
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a very adverse effect on tlie total value of the export trade. The 
figures for 1934-5 show an improvement so far as the exports of 
raw cotton are concerned. Compared with the preceding year, 
exports rose in quantity from 2,729 to 31446 thou.sand bales and 
in value fi‘om Rs. 26,59 to Rs. 34,50 lakhs owing mainly to increased 
purchases by Japan and Lancashire. The exports of raw cotton 
contributed as much as 23-15 per cent of the total value of all 
merchandise exports in 1934-5 as compared with 18-44 per cent in 

1933- 4- We have already referred (Vol. I, ch,. vi, §7) to the quota 
system under the new Indo-Japanese Trade Agreement and the 
efforts made by the Lancashire Indian Cotton Committee to promote 
the increasing use of Indian cotton in Lancashire mills. Exports of 
Indian piece-goods bear only a very small proportion to the total 
Indian production. In 1934-5 exports were i’7 per cent of the 
total production, as against 1-9 per cent in the preceding year. The 
exports to Iran and Iraq have declined in recent years mainly- 
owing to severe competition of the European countries which serve 
these areas from the North and West and the restrictions existing 
in Iran on the imports of textile goods. The effects of world 
depression and the fall in the price of jute on the export trade in 
raw and manufactured jute are brought out by table IV. The 
total weight of raw and manufactured jute exported during the 
year 1929-30 (a normal year) amounted to 1,765,000 tons valued at 
Rs. 79 crores. The total exports of raw and manufactured jute 
during the year 1934-5 amounted to 1,437,000 tons as compared with 
1,42,000 tons in 1933-4 — an increase of 1-2 per cent. There was, 
however, very little increase in the total value of the shipments, 
which remained at about Rs. 32-3 crores. Raw jute contributed 34 
per cent to the total value of the exports of both raw and manu- 
factured products. 

The next most important article in our export trade is tea. 
Exports of tea amounted to 325 million lb. valued at Rs. 20,13 
lakhs in 1934-5 as compared with 318 million lb. v.-diicd at Rs. 19,84 
lakhs in 1933-4. 1934-5, 81 per cent of the total quantity of tea 

produced was exported overseas. The exports are at present 
regulated by the international restriction scheme, India’s quota for 

1934- 5 being fixed at nearly 330 million lb. as against an actual 
export of 323 million lb., during the same year. This scheme has 
enabled the Indian tea industry to witlistand the trade depression 
better than most other industries. The exports of grain, pulse and 
flour occupied the fourth place among .Indian exports in 1934-5. 
This year saw a further contraction in the demand for Indian rice 
in foreign markets. The total exports of food grains, therefore, 
fell from 1,870,000' tons in 1933-4 to t)765iOOo tons in 3934-5. 



There was an appreciable increase in the exports of Indian wheat, 
and exports of barley were also resumed in 1934-5, but the exports 
of these grains form only a sraaU proportion of the total exports 
of food grains from India. On the other hand, rice accounted for 
gi per cent of the total quantity of food grains and flour exported 
in 1934-5 compared rvith 93-3 per cent in the preceding year. 
(.See also Vol. I, ch. vi, §7.) 

Oil-seeds occupied the fifth place among Indian exports in 1934-5. 
The total exports of oil-seeds fell from 1,124,000 tons valued at 
Rs. 13,66 lakhs in 1933-4 to 875,000 tons valued at Rs. 10,54 
lakhs in 1934-5. The regulation or restrictions of import.s into 
European countries, especially Germany, France and Italy, have 
curtailed the demand for Indian exports. The improvement in 
193.3-4 compared with 1932-3) was due to the increased shipments 
of linseed and groundnuts. Exports of Indian linseed, which 
amounted to 238,000 tons valued at Rs. 3,00 lakhs in 1934-5, showed 
a decline of 141,000 tons in quantity and about Rs. 1,58 lakhs in 
value as compared with 1933-4. The exports were, however, still 
far above the level of 1932-3 when only 72,000 tons were shipped. 
Indian linseed enjoyed a particularly favourable position in 1933-4 
owing to the shortage of the Argentine crop and the ro per cent 
(Ottawa) 'preference obtaining in the United Kingdom market. This 
position could not be fully maintained in the following year partly 
owing to the liberal Argentine crop and partly owing to diminished 
demand from the United Kingdom. The total imports of linseed 
into the United Kingdom from all sources in 1934-5 were 187,000 
tons as compared with 243,000 tons in 1933-4) of which supplies 
from 'India accounted for 109,000 tons, as compared with 174,000 
tons in the preceding year. 

Exports of metals and ores demand our attention next. The 
total exports of ores, which amounted in 1934-5 to 515,000 tons 
valued at Rs. 2,72 lakhs, showed an improvement' of 210,000 tons 
in quantity and Rs. 88 lakhs in value as compared with 1933-4- 
Exports of manganese ore, which represented about 89 per cent of 
the total quantity of ores exported, totalled 460,000 tons as compared 
with 266,000 tons in 1933-4 and only 198,000 tons in 1932-3. 
There was a general improvement in demand, reflecting increased 
activity in the iron and steel and armaments industries. Exports 
of pig iron advanced further in quantity from 377,000 tons in 
1933-4 to 417,000 tons in 1934-5, and in value from Rs. 85 lakhs 
to Rs. 93 lakhs. Compared with the figures for 1933-4 there was 
an increase of I r per cent in quantity and 9 per cent in value. 

The export trade in hides and skins in 1934-5 showed some 
recession as compared with 1933-4, but not to the extent that might 
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have been expected from the conditions prevailing' in overseas 
markets. Exports of ra-w hides actually improved from 20,300 tons 
to 22,600 tons in quantity and from Rs. 1,01 lakhs to Rs. 1,90 lakhs 
in value. Exports of ravir skins, however, registered a marked fall 
from 19,000 tons to 15,200 tons, the decline in value being from 
R.s. 3,23 lakhs to Rs. 2,02 lakhs. Exports of tanned hides declined 
from 13,200 tons valued at Rs. 2,41 lakhs to 11,400 tons valued 
at Rs. 1,98 lakhs. Exports of tanned skins of all kinds did not: 
show any appreciable decline in quantity, while the total value 
realized improved slightly. The value realized by exports of hides 
and skins (raw and tanned) was Rs. 8,35 lakhs in 1934-5 as compared 
with Rs. 9,go lakhs in the preceding year. The trade in raw wool 
continued to decline, the exports falling from 55-4 million lb. valued 
at Rs. 1,98 lakhs in 1933-4 to 34'i million lb. valued at Rs. 1,27 
lakhs in 1934-5. 'Jl'he total exports of lac declined from 731,000 
cwt. in 1933-4 to 586,000 cwt. in i934“5. '^tit the value increased 
from Rs. 2,46 lakhs to Rs, 3,30 lakhs owing to the bulk of the 
shipments being made when rates were high in the case of shellac. 
The exports of oil-cakes increased from 287,000 tons to 348,000 tons 
in quantity and from Rs. 1,65 lakhs to Rs. 1,97 lakhs in value 
owing to heavier shipments of groundnut cake. 

§11. The direction of India’s trade, — The subjoined tables show 
the percentage shares of foreign countries in India’s total trade:-— 
TABLE I — Impouts^ ; 


Nome of the country 

1913-14 

1918-19 

1922-3 

1927-8 

1931-2 

1933-4 

1934-.') 


Per 

Per 

Per , 

Per 

Per , 

Par 

Per . 



cent 

cent 



ce 


cent 

United Kingdom 


4S'S , 

60"2 

477 

3S'S 

417 


Germany ... • ....■ 


S'l 

6-1 

8 


77 

7-6, 


S-8 

e-e 

5-S 

5'9 

3-8 

2 


Japan ... , .;. 

2-6 

I9'8 

6-2 

7*2 


6 

I4'2' 

157' 

,6'4 

United States ... ■ 



57 

8-2 



6 


Belgium 


,•8 

27 

3-0 






AiLstrla and Hungary ... 




" -5 


6 


5 

■ ':*5- 

Straits Settlements . ... 

Iran, Arabia, Iraq, 

Asiatic Turkey, and 

1*8. 

3-3 

. *‘9 

2-3 


3 


b 



Sumatra ... : .... 

,1'S 



1-8 


0 



3*5 

France ... ’ 



•S 







Mauritius ■ 


. i-S' 








.Italy:.,,' 


.‘S:. 




8 


S: 

i ■■ ■ 2*5 

China ... 

*9 








. ' 1*6 

Netherlands : . 




i'9 


6 


6 


Australia: , ■ ... 

. ■ '5 ■ 



•8 





7 

Hongkong ■ ... . 

■v :..-5 - 


'6 

-5 ■■ 


4 



■Ceylon , 



■ . ■ *6 . 

•8 






■Switzerland I : 

'3 ■ 





Q 


8 


Kenya and Zanzibar A.. ,' 

,. -:y 




2- 

9 

2- 


2-4 


‘ See Review 0/ the Trade of India in p. 128. 



TABLE II — Exports 



These figures show that, on the import side, the United King- 
dom, and Europe generally, dominate the situation, while a feature 
of the distribution of the export trade has always been the large 
number of countries participating in it, though the United Kingdom 
is still the biggest single customer for Indian exports. The causes 
of the predominance of the United Kingdom in India’s trade have 
already been indicated, as also the successful attempts made by' 
Germany and Japan to establish direct trade relations with India 
in the pre-War period, and by the United Stales during and since 
the War. We may now discu.ss the principal tendencies regarding 
the direction of India’s trade as revealed by the above figures, 
during, before and after the War. 

§12. Pre-War distribution of India’s trade. — During the pre- 
War period there was a tendency for both the import and export 
trade to be diverted from the United Kingdom to other countries. 
As regards the distribution of imports, the United Kingdom sup- 
plied at the dose of the last century as much as 69 per cent of the 
Indian imports. The share of .Germany was only 2-4 per cent and 
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that of the United States 17 per cent, Japan being- nowhere witli 
its 0-6 per cent. By 1913-14 we. notice that a remarkable change 
has taken place. While the share of the United Kingdom has come 
down to 64-1 per cent, the German share has increased to 6-9 per 
cent and those of Japan and the United States to 3-6 per cent each. 
Thus Germany occupied the second place next to the United Kingdom 
in 1913-14. The increase in the trade with Germany was attributed 
partly to the special technical skill which she had developed in 
certain lines, partly to the displacement of the expensive British 
goods by cheaper substitutes more readily absorbed by the Indian 
bazaars, and partly to the careful study which the Germans devoted 
to the needs and tastes of Indian customers. The share of Belgium, 
■H'hich supplied 3-9 per cent of the imports in 1903-4, was reduced to 
2-3 per cent, while Java on account of her increased exports of 
sugar to India shot ahead and occupie-d the third place, contributing 
5-8 per cent of the total imports in 1913-14. 

The export trade showed a similar tendency towards diversion 
from the United Kingdom in the pre-War period. At the beginning 
of the present century, roughly speaking 29 per cent of the exports 
went to the United Kingdom, 24 per cent to the Far East and 7 per 
cent to the United States and the remaining 15 per cent to other 
countries. By 1914, the United Kingdom’s share was reduced to 
24 per cent, that of continental Europe rose to 29 per cent, the Far 
East took only 17 per cent, owing to the fall in the exports of 
Opium and yarn, the share of the United States ro.se to 9 per cent, 
and that of other countries to 21 per cent. It will thus be seen 
that during this period continental Europe gained what the United 
Kingdom lost. The loss in the eastern market was made good by 
the gain in those of other minor countries. Turning to individual 
countries we find that, apart from the United Kingdom which was 
the biggest individual buyer of Indian goods, Germany which was 
third in the list in igoo rose to the second place in 1914, the value 
of exports to Germany rising from ;i^S-o millions in 1900 to ;^i7-5 
minions in 1914. Japan showed a similar improvement in her buying 
capacity, her imports rising from ^^4-2 in 1900 to millions 

in 1914. She thus advanced from the sixth place to the third as 
a buyer of Indian goods. China, on the other hand, lost the 
second place which she had occupied in 1900 and ranked sixth in 

During the War: period, while the pre-War tendency of the 
import trade to move away from the United Kingdom gained in 
-strength, the United Kingdom lost further ground in the Indian 

* See Ri M. Joslil, qp;.\cit., pp. 1,59-60. i 
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market, owing to her pre-occupation with the. War, the control of 
the Home Government on her exports and the restrictive effects of 
high prices. And her share ‘in the import trade came down from 
64T per cent in 1913-14 to 45-5 per cent in igrS-ig. This, coupled 
with Germany’s exit from the Indian market, created a gap in the 
import trade, a portion of which was rapidly filled up by Japan and 
the United States. Iron and steel and hardware previously supplied 
by the United Kingdom had now to be imported from these coun- 
tries ; while glassware, cotton piece-goods, paper, etc., had to be 
imported from Japan, and dye-stuffs from the United States. Both 
these countries made special efforts to study the requirements of 
the Indian market as Germany had done in the pre-War period, and 
extended their commercial organization in the country, which in 
the case of Japan Included the establishment of retail stores in the 
principal Indian towns. The Japanese exchange banks in India 
also extended special financial facilities to the importers.^ 

On the export side, the tendency was for a temporary reversion 
of the trade to the United Kingdom and the British Empire as a 
result of the War-time purchases and special measures taken to 
facilitate them, including restrictions on trade with neutral countries 
and the grant of credit facilities to some of the Dominions. All this 
was reflected in an increase in the share of the United Kingdom in 
the export trade from 23-4 per cent in 1913-14 to 29-2 per cent in 
1918-19, while the share of the British Empire as a whole increased 
from the pre-War average of 41T per cent to 517 per cent (War 
average). Germany of course disappeared altogether as a buyer 
from the Indian market. The shares of France and Belgium were 
also reduced on account of the occupation of their territories by 
Germany. Japan and the United States, on the other hand, in- 
creased their share from 9‘2 per cent and 8'9 per cent in 1913-14 
to I2T and 13-8 per cent respectively in 1918-19. This increase 
was due to several factors, such as the privileged position held by 
the.se two countries as allies who, moreover, were removed far 
away from the theatres of war; their increased export trade with 


’ ‘The most rcm.-ii'kable feature of the Japanese organization for the 
development of foreign trade was the way in which all the branches of her 
commercial activity, the mercantile houses, the banks and the shipping com- 
panies, assisted by the Japanese Government, combined closely for the 
furtherance of the national interest, .and by' means of the preferential treatment 
of their own people as against foreign ' competitors, managed to secure business 
for each other and to keep it out of the hands of their foreign rivals. This 
cohesion of all the. interests .for the furtherance. 'of the national welfare was 
c.-u-ried to an extent which was not achieved by any other nation, not even by 
commercial Germany before the War.’ — ^Panandikar, op. cit., p. 84. 
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India establishing- credits for them; and the conscious efforts made 
by both to develop direct trading relations with India. There was 
also a general reduction in the demand for Indian produce for 
normal industrial activity elsewhere. Thus, on the -whole, during 
the Wav period India had to sell her produce in a restricted 
market, and, though she received higher prices for it than before 
the War, the prices she had to pay for her imports were far 
higher. 

§13. Post-War tendencies of India’s foreign traded — After a 
temporary and partial recovery on the import side in the early 
post-War period, the United Kingdom again experienced a setback, 
and the progressive decrease in its share in the import trade was 
accentuated in 1926-7 by the prolonged coal strike which seriously 
affected its industries, its share decreasing to 47'8 per cent of the 
total import trade in that year. In the year 1927-8 its position 
remained very much the same as in the preceding year. The year 
1928-9, however, recorded a striking decrease, namely, to 44-7 per 
cent as compared with the pre-War 64- 1 per cent.® There was 
a further decline to 42’8 per cent in 1929-30, 37-2 per cent in 
1930-1 and 35‘5 per cent in 1931-2, the decrease in the last two 
years being accentuated by the political situation in India, The 
United Kingdom has had again to experience the competition of 
foreign countries such as Germany, Japan, and the United States 
in the Indian market. We have already referred to the Japanese 
competition in cotton piece-goods in the Indian market not only witli 
mills in India but also to some extent with Lancashire. Another 
explanation of the setback to the . import trade of Great Britain with 
India may be found in the fact that Great Britain buys much less 
from, than she sells to, India, whereas Japan, Germany and the 
United States usually buy mote heavily from India and thus are 
enabled to sell much. Since 193 1-2 there has been a steady improve- 
ment in the position of Great Britain, although there was a slight 
recession in 1934-5, the percentage figure for that year being 40-6 
or I'l less than in 1933-4. This recovery may be largely attributed 
to the favourable position Great Britain enjoys in the Indian market 
under the Ottawa preferences introduced with effect from i 
January 1933. Japan and the United States have naturally lost pari 
of the ground captured by them during the War, Japan receiving a 
special setback owing to the commercial crisis of 1920-1. Another 
cause which has affected the imports from both countries may be 

‘ See also Vera Anstey, Tfade 0/ the Indian Ocean, pp. 74-9. 

Simil.ii'ly, the share of the whole British Empire dropped from 51.5 per 
cent in 1929-30 to 46-1 per cent in 1930-1. 



traced to the I'eappearance of old rivals and the restoration of more 
normal conditions of competition in the Indian markets. Japan in- 
creased her share from 14-3 in 1933-4 to 157 per cent in 1934-5. 
i\o appreciable advance was in evidence in the position of the 
United States, her share in the year 1934-5 being 6'4 per cent as 
against 6-2 in the year preceding. Germany has shown a remark- 
able recovery in recent years, and has gained from the industrial 
troubles in Great Britain to some extent. Germany’s percentage 
share in the Indian import trade was 7'3 per cent in 1926-7 
though it fell slightly, namely, to 6'i per cent, in 1927-8. It 
again advanced to 6-3 per cent in 1928-9, 6-6 per cent in 
1929-30, 7-5 per cent in 1 930-1 and 8-i per cent in 1931-2. Since 
then there has been a slight fall of o'S per cent, her share 
being 7’6 in 1934-5. Her share in the pre-War year 1913-14 was 
6’9 per cent. 

On the export side there was a definite tendency towards diversion, 
as was to be expected after the War, away from the United King- 
dom, which diminished its share to 2f4 per cent in 1926-7 as com- 
pared with the pre-War figure of 23-4 per cent. After a temporary 
increase (25’o per cent) in 1927-8, there was again a decline to 21-4 
per cent in 1928-9. There was a rise from 2i'8 per cent in 1929-30 
to 24 per cent in 1930-1, 27'9 per cent in 1931-2 and 32-2 per cent 
in 1933-4. This shows that the share of the United Kingdom in 
the export trade has also improved side by side with her share 
in imports. It fell slightly by 0 6 per cent in 1934-5. Japan showed 
a striking improvement in hen relative position in the export trade, 
her percentage share advancing by ys to 137 per cent in 1934-3 
due to the large shipments to that country of raw cotton, metals 
and ores, gunny bags and shellac. The share of the U.S.A. in 
exports, which had shown some improvement in 1933-4, again 
receded and was 8-5 per cent in 1934-S as compared with 9-6 
per cent in the preceding year. Germany increased her share from 
4 per cent in 1920 to 9-9 per cent in 1927-8. It has since 
suffered a decline, being 6-5 per cent in 1933-4 and 4-6 per cent 
'in X934-5- ■ . , 

To sum up the general trend of the post-War developments of 
India’s foreign trade, the pre-War tendency of a diversion of both 
the export and the import trade from the United Kingdom re- 
asserted itself more forcibly than ever especially on the side of. im- 
ports until say 193 1-2. Since then as already pointed out there has 
been some recovery in its share both in the export and import trade 
of India. Japan and the United States are the most formidable 
competitors of England in the Indian market. Germany has almost 
regained her former position in respect of imports, and her share 
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in the export trade of India again increased in the post-War years. 
There has been some setback especially on the export side. All these 
nations command an excellent commercial organization for pushing 
their trade with India; and in this respect they have stolen a march 
upon the United Kingdom, which is now, however, awakening to 
tlie necessity of following in their footsteps. The Ottawa preferences 
introduced at the beginning of the year 1933, are also to 
some extent helping her to recover her position in India’s foreign 
trade. 

Tables III and IV above indicate the direction and variations of 
India’s trade in some of the more important commodities on the 
import and export side respectively. The main features regarding 
the direction of India’s trade, most of which are clearly revealed 
by these tables, may be thus summed up : — 

(i) Imports . — It will be observed from table III that the United: 
Kingdom is threatened with competition in almost every line, 
including those which have hitherto been regarded as preponderat- 
ingly British. Though the United Kingdom is still the principal 
supplier of cotton manufactures to India, her share steadily decreased 
from, 71-3 per cent in 1928-9 to 51-6 per cent in 1931-2, as against 
go’i per cent in 1913-14; and that of Japan increased from i8'3 
per cent in 1928-9, to 38'o per cent in 1931-2 as against i'8 per 
cent in 1913-14, especially in respect of cotton twist and yarn and 
gray and coloured goods. In recent years this tendency has been 
checked to some extent as shown by the fact that the share 
of the United Kingdom increased to 597 per cent, while that of 
Japan decreased to 32*4 per cent in 1934-5. Java dominates the 
imports of sugar, though there has been a big drop in the imports 
of sugar into India. Her share in the imports increased from 
73 to 777 per cent while that of the United Kingdom declined from 
14 to 7-6 in 1934-S as compared with 1933-4. The United Kingdom 
had been losing ground in the supply of iron and steel, machinery 
and hardware to the United States, Germany, Belgium and even 
Japan, though she is the largest single supplier, especially of iron 
and steel, and machinery. In iron and steel Germany and Japan 
improved their position in 1934-5, former from 7-6 to 8‘5 per 
cent and the latter from 5 to 5-3 per cent. The relative share of 
the United Kingdom was practically the same (57-4) as in the 
preceding year (57-5). The percentage share of Belgium fell from 
15-2 to 137. There was also some improvement in the share of 
the United States. In machinery the United Kingdom made some 
recovery, her percentage share in the trade rising from 68-4 in 
i 933"4 fo 72’4 in I934“5‘ America also slightly increased her share 
from 6'3 to g'l per cent, while Belgium’s share fell from 3'4 to 


1-3 per cent. In the case of hardware both the United Kingdom 
and Japan lost ground compared to their competitors, the former 
by rp per cent to 32-1 percent and the latter by rd per cent to 
105 per cent, while the United States and Germany improved their 
position, the former by i-8 to g-S per cent and the latter by ra 
to 3 IT per cent. 

Under mineral oils, the .shares of the United States and U.S.S.R. 
(Ru.ssia) declined from 2o"4 (in 1933-4) ^7'^ pcf cent (in 1934-5) 

and from 27-3 to 24-9 per cent respectively. The shares of Iran 
as well as of Borneo, Sumatra, etc., on the other hand, increased, 
in the ca.se of the former from 20‘g to 3o’5 per cent and in that 
of the latter from 12-5 to 18-5 per cent. The U.S.S.R. was the 
principal supplier of kerosene oil to India in 1934-5- She is also 
the principal source of supply of petrol. In motor cars, motor 
cycles, etc., the United States of America increased her share by lo-g 
•per cent to 4i'3 per cent, while the share of the United Kingdom 
declined from 48'3 per cent to 40-5 per cent. Canada’s share de- 
clined by o'6 per cent to I4’i per cent, and that of Italy by i per 
cent to I "5 per cent. The United Kingdom and Germany improved 
their position in the paper trade at the expense of Norway and 
Austria. 

(ii) Exports . — On the export side, the United Kingdom is by 
far the largest single customer for Indian tea, taking 90'2 per cent 
of the total exports in 1934-5 as compared ivith 88‘5 per cent in 
^ 933 “ 4 ) while Canada’s share fell from- 3-9 per cent in 1933-4 to 
3'2 per cent. Direct trade in tea with Russia is now insignificant, 
though she absorbed ii per cent of the total exports of tea in the 
pre-War year. In raw jute, the share of. Italy improved from 8' 8 
to 1 17 per cent, but the percentage share of the United Kingdom 
fell from 237 to 2i‘5 and that of Germany from 22’i to i7‘9. In 
the case of jute manufactures, America as usual was the principal 
outlet, but her relative share fell from 31 ’7 to 28’S per cent, while 
that of Argentina increased from 9-9 per cent to 13 per cent. The 
share.s of Australia and Canada declined from ii'4 and 4'2 to g's 
and 3 '4 per cent respectively. There was no change in the per- 
centage share of the United Kingdom (7‘s). Siam, Union of South 
Africa and Japan are other customers for Indian jute manufactures. 
Ill la tv cotton Japan is the heaviest buyer and her share showed 
a remarkable increase from 39-6 per cent in I933--4 fo < 5 it per 
cent in 1934-5. The relative, share of the United Kingdom declined 
from 127 per cent in 1933-4 to 9-9 per cent in 1934-5. So also the 
shares of China, Germany, France and Italy declined. The 
biggest customer In Europe for Indian cotton is Italy, as it is 
largely used there for the manufacture of cheap coloured cloth. 
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In food grains, Ceylon is the best customer for Indian rice and 
accounted for 26‘4 per cent of the total value of food grains 
exported in 1934-5- The United Kingdom, Straits Settlements, 
China, Sumatra and Java, Germany and Belgium are other large 
customers for Indian food grains. In oilseeds, France, takes more 
groundnut than any other country from India. The United King- 
dom, Germany, Italy, the Netherlands are other principal countries 
ivho import oilseeds from India. There was a considerable improve- 
ment in the share of the United Kingdom, which rose from a3'8 
to 32‘9 per cent. The Netherlands took 13-3 per cent of the exports 
during 1934-5 as compared with ii-i per cent in the preceding 
year. France decreased her share from 23-3 to 147 per cent. 
Germany’s share fell from ii-i per cent to 8-4 per cent and that 
of Italy from io‘8 to 7-9 per cent. In hides and skins the United 
Kingdom and the. United States are the largest buyers. The share 
of the United Kingdom rose by about 2 to 65 in 1934-5. On the, 
other hand the share of the United States declined from 167 to 
13-8 per cent. Germany has reduced her share in the takings of 
raw hides as compared to her pre-War requirements, when she 
was one of the best purchasers of Indian hides. Her share 
declined from 4-9 to 4-1 per cent. Italy also now imports leas than 
she used to, although her share showed an increase from 3 to 47 
per cent. 

§14. Entrepot (re»exports) trade of India. — The entrep6t trade 
of a country consists of the re-exports of articles previously imported, 
the country in question serving merely as a convenient distributing 
centre. From very early times India has always had a certain 
amount of entrepdt trade, principally by reason of her geographical 
situation. Being situated in the centre of the Eastern hemisphere 
she is a convenient halting place for the trade between the Far East 
and the West. Thus in the old times, ‘this section of trade con- 
sisted chiefly of the import of silk goods and porcelain from China, 
pearls from Ceylon, precious stones and spices from the islands of 
the Eastern Archipelago — all for purposes of re-export to countries 
of the west; Venetian glass and the like from countries of the west 
to be re-exported to the east’.* In more recent times India’s 
entrepot trade was seen steadily to expand till a short while ago, 
showing an increase from ,Rs. 5-80 crores in 1882-3 to Rs. 18-04 
crores in 1 920-1, Since the latter year, however, it has fallen, and 
amounted to Rs, 13-^ crores in 1924-5, Rs. loi crores in 1925-6, 
Rs. 8 crores in 1926-7, Rs. 9I crores in 1927-8, Rs. 7-83 crores 


* Ki . T. Shahi : op< cit., p. 92. 


crores in 1931-2, Rs. 3-32 crores in 1932-3. In 1933-4 the re-export 
trade in foreign merchandise improved slightly from Rs. 3-22 crores 
to Rs. 3’42 crores. The year 1934-5 saw a farther expansion, the 
value of re-exports having risen to Rs. 3-55 crores. The percentage 
shares of the principal countries in the re-export trade of India in 
the year 1934-5 were as follows: — United Kingdom 30 per cent; 
Ceylon 13 per cent; United States 7 per cent; Japan and Iraq 6 
per cent each; Arabia 5 per cent; Iran, Kenya Colony, Aden and 
DependencieSj the Bahrein Islands and the Straits Settlements, 3 per 
cent each; and France and Anglo-Egyptian Sudan, 3 per cent each. 
As usual the bulk of the re-export trade passed through Bombay, 
which accounted for 67 per cent; Karachi came next with 16 per 
cent, while Bengal had 10 per cent. 

The following table* shows the value of the principal articles 
of foreign merchandise re-exported from India, arranged in the 
order of their importance, in 1934-5 as compared with the average 
of five pre-War years. 


In thotisands of rupees 



'■ Review of the Trade of India in i9,?4-5. PP- 197-8.: 

“ The War .average was Rs. 8,14,38 thousands while the post-War .average 
was R.S. iS, <54,74 thousands. 
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It: will be seen from the above table that the re-export trade is 
mainly in manufactured articles imported from western countries, 
especially cotton textiles which are taken by Iran, Muscat, and 
East Africa. The principal article re-exported to western countries 
i.s raw wool which is imported across the land frontiers of India, the, 
bulk of which g-oes to the United Eingdom. A certain amount of 
fur skins from Iran are exported from Bombay, which also re- 
exports pearls previously imported from the Balirein Islands, 
Muscat, etc. 

Though India will alW'ays act as a distributing centre to a certain 
extent, particularly for those Asiatic countries which have no sea- 
board of their own and to which the Indian ports afford the nearest 
approach for maintaining trade relations with other countries, the 
prospects of the entrep6t trade of India are not bright in view 
of the growing tendency towards the establishment of direct trade 
relations among the various countries, lessening their dependence 
on India as an entrep6t. The fall in the value and quantity of 
the re-export trade in the last few years seems to bear 
this out. 

§15. Balance of trade and balance of payments (accounts).— A 
large surplus of exports over imports of private mei'chandise used 
to be a normal and much noticed feature of India’s foreign trade. 
Occasionally India has experienced W'hat is called an adverse balance 
of trade, that is to say, there has been an excess of imports of 
merchandise over exports, for example in the years 1920-1 and 
1921-3 (see §6 above). The normal excess of exports over imports 
(the so-called favourable balance of trade) was liquidated partly 
by importation of precious metals — gold and silver — and partly 
by payment of interest and other tiome charges, w'hich may 
be described as India’s invisible imports (see §16 below), India’s 
average credit balance in merchandise was B,s. 78 crores in the 
five pre-War years, Rs. 76 crores during the five War years 
and Rs. 53 crores during the five post-War years ending 1933-4. 
During the next quinquennium the average rose to Rs. 1,13 crores, 
but it dropped to a low figure of Rs. 43 crores during the five 
years ending 1933-4. The year 1932-3 was the least favourable, 
the credit balance dropping to a little over Rs. 3 crores. In 1933-4 
the balance in favour of India was Rs. 35 crores. But the follow- 
y^ai' (1934-5) saw a deterioration, of the position, the balance 
dioppmg to Rs. 23 crores. The tiade depression since 1929, the 
restrictions on the free movement of goods and the changes in the 
volume and character of: international trade have had an adverse 
influence oh India’s balance of trade. While in Itself a low credit 
balance need not cause perturbation, the matter is of significance 



in the case of India, which has large overseas obligations to meet. 
Tile alleviating circumstance in this connexion has been the ex- 
ports of gold from India which first came into evidence in 
The change in India’s position from a gold-importing country to 
a gold-exporting country has been one of the most important factors 
aflecting' her international trade account. This is clearly brought 
out by the table on page 278. The normal absorption of the precious 
metals was first checked in 1931-2, when there was a net export 
of gold to the value of Rs. 58 crores. In 1932-3 and 1933-4 there 
were net exports to the value of Rs. 65^ and Rs. 57 crores 
respectively. During 1934-5 the net exports amounted in value 
to Rs. 524 crores. The total value of gold exported from India 
since England went off the gold standard on 20 September 1931, 
amounted to Rs. 272-13 crores at the end of the week ending 
6 June 1936. 

In a proper balance of accounts or payments there must be 
an exact equivalence between exports and imports, and this will 
be seen to be established, if we could take into account not only 
the visible items, that is to say those items which are recorded 
in the customs returns or in other published statistics, but also 
the invisible items, that is to say those items which are not thus 
recorded. 

§ 16. Credit and debit items in India’s balance sheet. — We shall 
now consider what items have to be taken into account for a complete 
international balance sheet and how India stands with regard to 
each of them 

(i) Imports and exports of merchandise. Under this head, as 
we have already seen, India is a creditor country, (ii) With regard 
to treasure, however, India until recently (1930-1) used to import 
more than she exported and therefore she was a debtor on this 
account. Since 1931-2, as already pointed out above, the situation 
has been reversed and she has been exporting large amounts of 
gold which make her a creditor on this account, (iii) Loans offered 
or received from abroad. While a loan is being carried out, the 
nation which conlracts the debt is the creditor and the nation 
which advances the loan is the debtor. Under this head India 
is a creditor country as she has had to rai.se large loans in England 
from time to time, (iv) The annual interest on capital already 
invested has the opposite effect, making the borrowing country 
a debtor and the lending country the creditor, and as India has 
to make annual remittances of interest on the loans she 

’■ See Revieia of Trade of India tn 1934-5, P- ^62. This unusual phenomenon 
of the large exports of gold in recent years is examined in . chapter viii. 

“ See Morison, T'fjc Economic Transition in India, ch. viii. 
n~ 18 
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has contracted she is a debtor under this head, (v) The repayment 
of the loan itself also makes the borrowing country the debtor 
and the lending country the creditor. And as India is constantly 
paying off portions of her foreign debt in addition to paying 
the interest year after year, she is under this head a debtor 
countrv. The repayment of the loan may take the form of 
Indians purchasing the rupee paper held in England and thus 
bringing the debt home. But the effect of this is the same 
as if the Government had paid the debt out of its revenues, namely, 
that India’s foreign obligations are lessened so far. (vi) The 
earnings of Indians living abroad and of foreigners residing 
in India, so far as they are remitted in each case to their native 
country by the parties concerned. In the former case India is 
a creditor and in the latter she is a debtor. But on the whole, 
under this head India is a debtor. The remittances abroad of 
European merchants and business men, bankers and Government 
officials far outweigh the remittances to this country of Indian 
merchants and coolies residing outside India, (vii) The profits of 
foreign banks and shipping and insurance companies. India’s 
payments under the head of banking profits, shipping freights 
and premiums of insurance, are not precisely calculated but must 
aggregate to a very large sum representing India’s indebtedness 
to that extent, (viii) The remittances of money by foreigners for 
benevolent purposes to a counti'y or donations sent abroad by 
the country make it a creditor in the former case and a debtor in 
the latter. Under this head India is a creditor country, because 
she receives more money from Europe and America for the support 
of missions and missionary schools in India as well as in the 
form of occasional subscriptions raised abroad for the relief of 
famines in India and other calamities, than she sends to foreign 
countries for similar purposes, (ix) The expenditure of a nation’s 
Government abroad will make it a debtor to that extent, and, 
conversely, the expenditure of otlier Governments in a country 
will make it so far a creditor. On this account India is a 
debtor as she has to spend large amounts of money in England 
by way of furlough pay and pensions of European officers who 
have served in India, and for the purchase of stores, etc. She has 
also to pay the English Govornment for various kinds of 
expenditure incurred by the latter for India. All this expenditure 
on Government account in: England is included under the 
Home Charges, (x) The payment of tributes or indemnities 
obviously makes the paying country debtor and the receiving 
country creditor. As India neither pays nor receives a frihute or 
indemnity, this heading has to be altogether ignored. (xi) The; 


(•xpcncliLiue of loreig-ii tourists in India and Indian tourists abroad. 
Under this head India is a creditor because the number of 
foreigners visiting- India for sight-seeing is far greater tlian the 
number of Indians visiting foreign countries, (xii) On the other 
hand, India is a debtor to the extent of the remittances for 
the education of Indian students abroad. The amount thus 
spent is somewhere in the neighbourhood of a erore of rupees 
every year, and there is every prospect of its increasing in the 
future. 

For a complete balance sheet, therefore, we should have to reckon 
in all these items, and if that could be done the two sides of the 
account must balance each other. 

In the following statement, on the right-hand side we iiave 
India’s debit items, that is, tliose on account of which India has to 
pay more money abroad than she receives; and, on the left-hand 
side, we have the credit items, that is, those on account of which 
more money is owing- to India from foreign countries than she 
owes to foreign countries. 


Credit 

Debit 

I. Exports of merchandise. 

1. Imports of treasure.* 

2. Loans raised abroad. 

2. Interest on loans raised abroad. 

3. Remittances by foreigners to 
India for the support of schools and 
mi.ssions and' for the relief of famine.s 
and other charitable purposes. 

3. Repayments of loans previously 
incurred. 

4. Tourists’ expenses. j 

4. Remittances abroad by Euro- 
pean merchants, lawyers, Government 
officers, etc. 


S. Profits of foreign banks and insu- 
rance companies and freight charges 
paid to foreign shipping companies. 


6. Expenditure on Government 

account abroad in connexion with 
furlough pay, pensions, stores, iuillion, 
etc., purchased for the Government of 
India (Home Charges). 


7. Remittances to Indian students 
.abroad. 


‘ Since 1931-a, .'IS already explained, India has become a creditor country 
with regard to transactions in treasure, and the item ‘Exports of treasure’ 
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§17. India’s visible balance of payments (accounts).— The 
followitifr statement,’- although it excludes Government stores and 
Government treasure, goes a few steps further than the balance 
of trade in riierchandise and treasure towards the construction of 
a complete balance of payments (accounts), by including the transfer 
of funds from and to India through the Government. 

The statement shows in detail the items entering into India’s 
visible balance of payments. The detailed figures work up to a 
plus or minus balance (the sign + representing net export and 
the sign - representing net import) for each of the three main 
heads of classification, namely, (i) private imports and exports of 
merchandise, (ii) private imports and exports of treasure, and (iii) 
remittances through Government — all leading up to a plus or minus 


total. 

The visible balance of accounts finally left here must be taken 
to represent the net effect of the remaining items, for none of 
which we can have precisely calculated or recorded figures. It will 
be seen from the above table that gold exports in recent years 
have largely taken the place of the excess of exports of merchandise 
over imports and have thus helped to maintain the favourable visible 
balance of trade which is essential to enable India to meet her 
obligations abroad (i.e. her invisible imports).® 

§18. The ‘drain’ defined. — India’s habitual excess of exports 
over imports has given rise to the ‘drain’ theory, which, whatever 
its other vagaries, has at least served to educate the people of 
India out of the very common mercantilist fallacy, namely, that a 
favourable trade balance or excess of exports over imports is 
necessarily a good thing, and that an excess of imports is 


* Taken from the Review of the Trade of India in !Q3is.~5, pp. 163-4. 

- For further particulars regarding the balance of payments for India the 
reader is referred to the publication (Balance of Baymenls (1954), pp. 109-12) 
of the Economic Intelligence .Service of the League of Nations. This gives 
an estimated balance of payments for India for the commercial year ending 

31 March 1935, witii figures lor three preceding years for comparison. An 
attempt:, is made here by the Government of: India to go beyond the figures 
relating to ; the Balance of Trade and Movement of Treasure published in the 
annual Review, of the Trade of India. The Balance of Payments is shown 
separately for (a) goods, services and gold (current items) and (h) capital 

items. Under the former head are included the following; 1. Merchandise, 

2. Interest and Dividends on long-term and short-term capital, 3. other 
services, such as port fees; commissions, insurance, brokerage; post, telegraph 
and telephone:; tourists, diplomatic expenditure, remittances of emigrants and 
immigrants etc. ; reparations in cash, and other Government receipts and ex- 
penditure. 4. Gold (coin and bullion). The Capital items include long-term 

and short-term . operations of. the Government of India (including municipal 
issues). Unfortunately . no : information Is available concerning private assets 
and liabilities abroad. (Note continued on p. 377.) 



necessarily an evil thing. This excess of exports has been 
looked upon by some people as a measure of the tribute paid by 
India to England owing to her political subjection. For all the 
outgoings represented by this excess of exports, India of course 
receives some kind of return, and they can all be accounted for, 
as we have already seen, by various items of receipt. However, 
as the Spanish proverb has it, ‘the accounts are all right but the 
treasury is empty’. The real point is not whether some kind of 
equivalent is received, but whether the return is in every way 
adequate. 

Sir Theodore Morison defines the ‘drain’ as that portion of 
India’s debits for which in any given year she receives no material 
equivalent in goods or money. He, however, forestalls an objection 

The following sommary table for 1934-S will be found instructive; 


[Surplus (q.) or deficit (_)] Rupees (000,000's) 


Item j 

Credit j 

Debit 

Balance 

/ Merchandisef ... ..., 

1 

1,7067 

1 

i.S94'i 

.H12-6 

n .le, 1 and dividends ...! 

Goods, services i 

^ ' 5-9 

341-0* 

-T325-I 

and gold. services 

131-7 

271-1 

-139'4 

■iGoId' ... 

532-6 

,7-2 

-f.525'4 

Total ... 

2,386-9 

2,213-4 

•4-173'S 

r Long-term ... . ... 

37-t 

123-8 

- 86-7 

Capital items I 




(Short-term 

i8-8 

105-6 

1 

- 86-8 

Total ... 

55-9 

229-4 

-173-5 

All items 

2,442-0 

2,442-0 : 



+ Includes value of land frontier trade and allowance for undervaluation 
of imports. 

* Of which on Government account 189- 1. 

Tho fact that a perfect balance is struck in the above table should not be 
taken as a proof that the figures are rigidly exact, and allowances must be 
made for possible errors and omissions. It is very desirable that the Govern- 
ment of India should make fuller and more' accurate figures of India’s balance 
of payments available (as in the case of the figures published by the British 
Board of Trade in the United Kingdom) and include them in the annual 
Revleiu of the Trade of India for general information. 
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(&) Figures for the years prior to 1921-2 represent only Council Bills 
(0) Includes Rs. 85 lakhs being the funds supplied by Government to fii 




to this definition to the effect that in any given year the excess of 
exports may appear less than it actually is, because a foreign loan 
may have been conti-actecl and received in the form of imports of 
various kinds, and this would reduce to that extent the real excess 
of exports to be accounted for and justified. The loan will have to 
be repaid in subsequent years and will then cause an increase in 
exports and in the amount of the ‘drain’, and therefore doe.s not 
represent a real gain. In order to meet this objection. Sir Theodore 
Morison takes the ‘drain’ to mean potential drain, that is to say, 
that portion of India’s debits, as they would have been in tlic 
absence of foreign loans, for which in any given year she receives no 
material equivalent. However, the first of these definitions is pre- 
ferable to the second. Because we are less concerned with an 
accurate appraisement of the amount of the ‘drain’ than with a 
general discussion as to how far the various items accounting for it 
can be regarded as adequate returns, and as interest on debt is one 
of the most important of these items and raises important issues, 
it would be inadvisable to accept a definition which would compel 
us to leave it out of consideration. 

§19. The Home Charge.s. — India’s excess of exports over im- 
ports is largely accounted for by what are called the Home 
Charges. 

The following fig-ures show the great growth of the Home 
Charges between 1859-60 and 1931-2.' 


Gross Sterling Expenditure in England 


Year 

.Amount 

Year ' j 

Amount 

Year I 

Amount 


;6' 


! ^ ■ 


■ ■ ;6' ■ 

1859-60 

5 , 0 * 12,945 

igog-10 1 

19,122,916 

1926-7 1 

29.507.472 

1869-70 

7.677.850 

1913-14 

20,311,673 

1927-8 ■ 

■ 28,864,765 

1879-80 

14.S43.277 

1918-19 

23.629.49s 

1928-9 

29.744.993 

1S89-90 

14,848,943 

1922-3 

31.860,179 1 

1929-30 

31.558.715 

1899-1900 

16,392,864 

1924-5 

31,888,776 

1930-1 

31.423,147 





i 93'-2 

30,899.333 


* ]'igm-es up to 1918-19 have been taken from Shah, Sixty Years of Indian 
Finance (second edition), pp. 187-8, and those for subsequent years from the 
Statistical Ahstract , igsd-J and igsf - a . : ■ 
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The principal items of expenditure (charged against revenue in 
England in sterling) included in the Home Charges are as given 
below 


Principal Heads of Expenditure in England (1931-2) j 

Central and 
Provincial 


£ 

Direct Demands on the Revenue : 

^tlS,797 

Railway Revenue Account : 

State railways : 

Interest on debt ... ... ... — • 


Interest on capital contributed by companies and Indian 
States 

947.703 

Mi-scellaneous railway expenditure 

99,180 

Total ... 

9,678,989 ‘ 

Irrigation : Othei- revenue expenditure financed from ordinary 
revenues ... .«» 

7-’.83S ' 

Debt Services: 

Interest on debt other than that charged to railways ...j 
Interest on other obligations 

6,958,700 

,38,630 

Total ... 

6.997.330 

Civil Administration ... ... ... ... ... 

Pensions and allowances ; 

Territorial and political pensions ... ... ... 

1,9^1,162 

Superannuation allowances and pensions ... 

8.SS6 

3.S4*.9S4 

Total ... 

3,551,510 

Stationery and Printing ... ... ... 

86,319 

Military Services; 

Army; 

f Effective^ ... .. 

5,188,800 

( Non-effective 

3.663,359 

Marine 

313,562 

Military Engineer Service ... ... ... 

, 35.088 

Total ... 

9,100,809 

Currency and Mint ' : ... ... ... ... 

9,88s 

Civil Works : ..... ,...i : 

142,843 

Miscellaneous ... ... ... 

151.854 

Total expenditure charged against Revenue ... 

.30,899,333 


* GompUed from the Statistical Abstract for British India for Table 

No. 63... ... ■ ‘ 

’ Effective charges include payments for British forces, furlough allowances, 
troop service and passage money; etc., and non-effective charges include pay- 
ments in connexion with retired pay, pensions, etc., of British forces and pay 
and pensions of non-e6fective and retired Indian officers. 



We will exclude from the present discussion the payment on 
account of stores purchased on behalf of India in England, because 
the stores are a material equivalent and figure in the returns for 
imports. We have already seen that it is an arguable point whether 
these purchases of Government stores could not be effected more 
cheaply tind whether a larger reliance on the Indian market for their 
supply is not feasible. But in the ‘drain’ controversy we are con- 
cerned with that part of India’s debits in any given year for which 
(i) in that year no equivalent, material or immaterial, is received, 
as well as (ii) that part, for which the equivalent received in that 
year is immaterial, i.e. not in the form of material goods or money. 

§ 20. Payments in connexion with foreign loans, — One of the most 
important items in the Home Charges is Interest on debt which has 
arisen in consequence of Governnient borrowings in England for 
financing railways, irrigation works, etc. The various questions 
relating to the employment of foreign capital in this country have 
already been discussed,’ and it should now no longer be necessary 
to emphasize that borrowung money from abroad is not necessarily 
an evil, but that, on the contrary, foreign loans are often to be 
regarded as ‘highly satisfactory incidents of economic developnient’ . 
Many countries which are rich in national resources but poor in 
capital find it necessary and profitable to borrow from other 
countries, and some of the debtor countries like Canada are amongst 
the most prosperous in the world and getting more and more 
prosperous with the help of foreign capital. It is obviously absurd 
to describe the interest on these loans as a ‘drain’, and since it is 
the interest on foreign debt that figures most prominently in the 
Home Charges as well as in the rest of India’s disbursements 
abroad, Sir Theodore Morison proposes to substitute the colourless 
expression, ‘foreign payments’ or ‘net foreign payments’ for the 
misleading word ‘drain’, which suggests that these payments are 
harmful to the country. He argues that this part of India’s in- 
debtedness at any rate cannot be regarded as a drain on the country’s 
resources caused by her political connexion with England. For even 
if she had been outside the Empire it would have been necessary 
for her to raise these loans for the purpose of developing her 
resources. The fact that these debts are incurred in England has 
nothing whatever to do with India’s political subjection to England. 
The debts are raised in London because London happens to be the 
cheapest money market in the world. It is further contended that 
the political connexion with England, far from being a handicap 
to India, is of distinct advantage to her in this respect, because it 
lias raised India’s credit abroad and has enabled her to borrow on 
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moi-e {wlvanlag-eoiis terms than xvoulcl have been possible otherwise, 
The English Government does not directly guarantee India’s credit, 
blit the British Government in India has, by ensuring a stable 
administration and by^ promoting the economic development of the 
conntrv, improved her credit abroad. India is thus able to raise 
foreign loans at perceptibly lower rales than a number of other 
countries like Japan, and this is a continually increasing advantage, 
because, for a long time to come, India will have to borrow capital 
on a large scale, in order to be able to proceed satisfactorily with 
the task of industrialization on which she has set her heart; and 

even if she is able to obtain an advantage of no more than one 

per cent on the rate of interest, she will make a clear saving of one 
million pounds on every hundred million pounds that she borrows. 
The statement, however, that India has been able to borrow more 
cheaply than other countries has been challenged, and it is pointed, 
out that even the South American Republics have not been at an 
appreciable disadvantage in this respect. But whether this is so 
or not, we must decline to be drawn into the purely hypothetical 
question as to whether an independent India would have been able 
to obtain loans on terms not very different from those on which she 
borrows at present. We must limit ourselves to what is rather 

than to what might have been, and what we are called upon to 

declare in the present discussion is whether, with better management, 
the actual burden of the debt, both as regards principal and interest, 
could not have been appreciably reduced. In this connexion we 
shall restrict ourselves to the consideration of the most representa- 
tive as well as the most important of our borrowings, namely those 
for railway construction in this country. The various issues that 
would be relevant are, whether all the railways that have been 
built were required in the best interests of the country, and whether 
in some cases the need for transport facilities could not have been 
met more cheaply by other modes of transport such as roads and 
canals; whether to some extent the expenditure on railway’s was 
not at the sacrifice of other more deserving claimants for public, 
funds like irrigation works; whether the inducements olfered to 
foreign capital in the shape of guaranteed rates of interest were 
not excessive ; and whether the railway system was worked as 
efficiently and cheaply as possible with a consistent regard for 
national interests. All these questions have already been discussed 
and we need merely repeat here that in all these respects mistakes 
have been committed, and so far our payments in connexion Avlth 
these loans cannot be said to be compensated fully by economic 
equivalents. We may admit that the railways have been on the 
whole ‘the ha.rbingcrs of economic prosperity’ in India and that 



the actuul advantages, direct as well as indirect, more than out- 
weigh the cost of the construction. But the real point at is.sue is 
whether these great benefits from railways have not been secured 
at a needlessly heavy cost. 

Payments in the form of interest and profits on the foreign 
capital which has sought investment in this country wdthout Govern- 
ment intervention and mediation do not appear under the Home 
Charges, but they account for a substantial portion of our excess 
of exports. Here again the question resolves itself into a dis- 
cussion of the advantages and disadvantages of foreign capital in 
India, and we can only refer the reader to the relevant sections 
where this subject has been treated.’ We had there occasion to 
note that along with some great and undoubted advantages, certain 
serious disadvantag'es have resulted from the unrestricted admis- 
■ sion of foreign capital, and therefore the statement that ‘India 
illustrates in its most obvious form the advantage of borrowing- 
foreign capital’," cannot be accepted without reservation. 

§21. Civil and military services . — We now come to that part of 
our payments -which is made in respect of civil and military services. 
Here the question whether we g’et an adequate return for our pay- 
ments will depend upon the manner in which we answer the following- 
questions. Is the European agency, employed in this country, in- 
dispensable and if so to what extent? Whether the salaries that 
are at present deemed to be necessary to attract the requisite type 
of European in the various branches of public service arc not too 
high, and whether the process of Indianization has gone as far 
as it might, without endangering efficiency or bringing in its train 
other serious disadvantages ? These questions will be answered 
differently by different people. But there iS a very strong feeling 
that on all these accounts India’s expenditure is much higher than 
it need be. The demand for the substitution of an Indian for a 
European agency wherever possible is not based merely on the ground 
of its relative cheapness. There are other considerations which are 
equally important. For example, there is the consideration that 
tlie, e.'cjjerience of the Indian officer, unlike that of the European 
officer, is not lost to the country on his retirement. Further the 
relative inferiorit)' of the Indian, wherever it must be taken as 
established, can in many cases be accounted for by the lack of 
adequate opportunity given to the Indian. What is more im- 
portant than anything else, however, is that it is the Indian’s 
birth-right to be preferred in civil and military employment in his 
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own countiN'y even where he is slightly inferior to the European, 
and much more so when he is quite as fit. 

In connexion with the military charges, another question, apart 
from that of Indianization, is whether the strength of the army at 
present maintained in India is not above her real requirements. 
Tlic non-official opinion is that the army is bigger than is required 
for purposes of Indian defence. On the other side, however, it 
is contended that, even supposing the expenditure on the army in 
India is larger than it need be from the purely Indian point of 
view, India is on the whole a gainer. For she contributes only a 
small sum towards the upkeep of the British Navy, whose services 
are indispensable for protecting her from invasion. If India tvere 
called upon to look after her own naval defence, she would have 
to spend a very much larger amount on her navy. But, on the 
other hand, it must be remembered that the British Navy is not, 
maintained entirely for the purpose of guarding India’s shores from 
invasion. Australia, for example, benefits perhaps even more than 
India from the British Navy, though her present contribution 
towards it is far from commensurate with the advantage enjoyed 
by her. Nor is she asked to maintain an army of a strength 
beyond her actual requirements for Imperial uses. The principle 
according to which the strength of the Indian army ought to be 
determined is that of making it just adequate for the defence of the 
country, and this furnishes the only test to be applied in deciding 
whether the military expenditure of India so far as it is due to the 
size of the army alone is excessive or not.* It is indeed unreason- 
able to expect that England should continue without complaint to 
bear the greater part of the expenditure on the navy whose 
services are available not only to herself but to every other part of 
the Empire, and in the future, proposals will probably be made 
in order to distribute expenditure amongst the diJTerent parts of 
the Empire so as to relieve Engdand of the excessive burden of 
her responsibility in this connexion. It would, however, be absurd 
to suggest that each of the constituent members of the Empire 
should contribute a sum representing the full benefit derived by 
it from the British Navy. The capacity of each member to bear 
any additional burden would be a more reasonable criterion, and 
the comparative poverty of India would be a valid plea for a 

^ The size of the Indian army is larger than it need ordin.nrily be, also, 
because it is required for internal use and is not restricted to its legitimate 
function of protection against external aggression. Another common ground of 
complaint In connexion with , the army is ■ the system under which the Govern- 
ment of India is required to pay the cost of training British recruits who are 
later drafted lo India. These are known as 'capitation charges’. See, however, 
->':chv xij' ,§19. ' 
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modcrrite charge being levied upon her. Even so, however, it is 
probable that her contribution would have to be more substantial 
tian at piesent. and if matters are properly put to her, she will not 
and ought not to grudge this. But the ^vhole question of the 
naval defence of the Empire requires to be treated separately on 
I s own merits and should not be mixed up with the question as 
o whether the present military expenditure of India is not capable 
of being appreciably reduced. If the Indian Army is meant purely 
tor the purpose of securing freedom for the country from external 
aggiession, its size, personnel and organization are matters which 
must be determined on other principles than if it is meant for 
mpenal purposes. The Assembly repudiated the suggestion undcr- 
ymg ■ le Report of the Esher Committee of 1919 that the Indian 
Army is to be regarded as part of the total armed forces of the 
^^mpire. Actually, however, the army has been frcquentlv used for 
mpeual purposes, and the contention that, if it is intended to persist 
m 1 11s policy, part of India’s military expenditure should be borne 
by England, does not appear to be unreasonable. 

§22. Profits of bankers, and of shipping and insurance com- 
panies.-Other services than those noticed above for which also 
India has to make a payment abroad and which are not exhibited 
under the tiome Charges are those of foreign bankers, European 
shipping and insurance companies, etc. It is one of the cherished 
aspirations of the Indian people to be able before long to do much 
of this work for themselves. To say that this is a commendable 
am ihon IS not to forget the fact that even wealthy countries some- 
times find It advantageous to buy such services from foreign nations. 
tor example, the United States used to be largely indebted, at 
least before the War, to the principal European Powers for marine 
transport service, banking, insurance, and other financial and com- 
mercial services. But the plea that India should learn to rely on 
herself in these matters is based on the idea that, by so doing, she 
wj ceitainly reap great economic and other advantagfes, while 
lessening the magnitude of the ‘drain’. 

§23. Some basic assumptions of the ‘drain’ controversy. — As a 
set-off against the various losses incurred by India on account of 
the ‘drain’ it is sometimes urged that, after all, England has con- 
feircd on India the inestimable boon of peace and has made pos- 
sible an orderly development of the country in all directions and 
that, therefore, her losses due to the ‘drain’ are as dust in the 
balance when weighed against these blessings. On this plea, how- 
ever, it would be possible to justify every kind of Government 
extravagance and unfairness. A large number of thinking people 
in this country would readily admit the great advantages to India 


of the British connexion. But precisely because they are 
immea.surable, no attempt should be made to measure them. They 
should not be draf^'g’ed into a discussion which i.s occupied with 
mor'e definite and calculable, thoug'h perhaps less fundamental, 
matters ; just as we should also refuse to consider as a part of this 
controversy, the incalculable, thous'h none the less real, advantages 
which England derives from India. We may be able to compute 
roughly the advantag'es which her business men derive from the 
scope which India offers for their activities and enterprise. But 
by wltat calculus shall we estimate the gain to England from the 
enormous increase in her international prestige owing to her posses- 
sion of India; or how shall we attempt to fix the value, in terms of 
pounds, shillings and pence, of the glow of pride and power, which 
Englishmen feel .when they contemplate this magnilicent empire ; or 
of the value of India to England as an unrivalled field for the 
training of her soldiers, statesmen and administrators? The question" 
of the drain, if it is going to lead to any useful conclusions, must 
leave out of consideration all these impalpable advantages. 

As against those who are impressed with the great benefits 
which British rule has conferred on India, there are others who feel 
that nothing can really be held to compensate for loss of political 
freedom. But those who are of this opinion have obviously no 
right to engage in a discussion of this kind. For the ‘drain’ theory 
seeks an answer to the question, how far the compensation which 
India obtains for the outgoings represented by the excess of exports 
is adequate, and in so framing the question admits the possibility of 
compensation. If arguments with reference to the advantages of 
Pax Bniannica are to be ruled out of court, so must arguments 
about the degradation involved in the loss of liberty. 

§24. Economics and politics of the ‘drain’ theory. — From the 
foregoing discussion it will have been clear that much of the ‘drain 
theory’ in its present form has come to be a somewhat diffused and 
not very effective criticism of British administration in India. Its 
association with political agitation and propaganda has been 
responsible for a good deal of unsound economies. One of the 
earlier crudities of the theory was to suppose that the annual drain 
was a tribute exacted b}'' England from India in the form of actual 
treasure. 1 his was, however, seen to be in flat contradiction with 
facts which showed a large net Indian import of gold and silver. 
The next stage was to assume that the whole of the excess of 
exports represented so muclr net loss to the country. This position 
was also abandoned and, as we have just seen, it is nou' usual to 
admit that some return is being received in the form of various 
kinds of services, though it is maintained by many people that India 
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is required to pay too heavily for them. As a result of these 
successive modifications, the ‘drain’ theory has lost much of its 
original full-blooded character. The analysis undertaken in connex- 
ion with it, however, still remains useful as indicating various 
directions of urgent reform. Nevertheless we are of opinion that 
the word ‘drain’ has been one of the most heavily worked in the 
whole phraseology of Indian Economics, and it has been invoked too 
often as an explanation of everything that is ‘rotten in the state 
of Denmark’. It has served to summarize all the woes and burning 
thoughts of at least two generations of patriots. To many Indians 
of the generation of Dadabhai Naoroji, the use of the tvord ‘drain’ 
also seems to have appeared singularly apt in view of a certain 
famous utterance of a rather cynical Secretary of State, who had 
a fatal facility for incisive language, and who talked of the necessity 
of ‘bleeding India’. ^ 

Economics in this countr}’ began by being an ally of politics, and 
the ‘drain’ theory was the first product of the association between the 
two. It suggested that the intense poverty of India was very 
largely, if not entirely, due to the tribute exacted by England from 
India. We have seen above how the ‘drain’ theory has been much 
improved of late by the introduction of many necessary qualifica- 
tions and how it still points to the existence of a number of real 
grievances. It does not, however, furnish anything like a complete 
explanation of Indian poverty. The first Indian thinker to see the 
necessity of emphasizing many other more important causes was 
Ranade, who was a path-breaker in this as in so many other 
matters.® Later writers have perhaps not always shown Ranade’s 
insight and his exquisite sense of proportion. 

§25. Land frontier trade. — India has an extensive land frontier 
(about 6,000 miles) on the north-west and north-east, considerably 
exceeding her sea-coast in length. But at many points it offers 
great difiiculties for commerce owing to obstacles such as dense and 
impenetrable forests and inaccessible mountains. A.s there are very 
few opening.s or passes, like the Bolan Pass on the North-West 
Frontier, communication with trans-frontier countries is difficult. In 
our historical survey of India’s foreign trade we have already drawn 

^ Lord Salisbury, Secretary of State for India, said in 1875 : ‘As India 
must be bled, the lancet should be directed to - the parts where the blood is 
congested, or at least is sufficient, not. to those which are already feeble from 
the want of it.’ It .was not so much the unusual frankness which characterized 
thi.s utterance nor the idea it conveyed (which after all was not so very wicked 
when the whole context is considered) as. the sanguinary , language employed, 
that caused so much' resentment in India and was responsible for the notoriety 
which it attained. .. 

• .See also D. A. Shah, The Indian Point 0/ Vieiv in Economics, p. iz. 
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altention to the ancient character of lier land frontier trade, which 
was fairly brisk during the Mogul period. In more recent times, 
the position in respect of trans-frontier communications has been 
considerably improved, especially on the North-West Frontier. 
Though the principal motive in laying out the frontier railway 
was strategic, it is also serving as an artery of commerce. The 
principal trans-frontier countries with which India has trading 
connexions arc Afg-hanistan, Central Asia, Iran, Nepal, Tibet, the 
vShan States, Western China, and Siam. The course of the. land 
frontier trade during the years ending 1924-5 is summed up in the 
following table. 

In crores of rupees 


- 

1916-17 

.918-19 

.920-1 

1924-5 , 

— 

Imports 

I 2 - 8 i 

15-96 

i8-i6 

23-08 

Discontinued 
from April 

Exports 

Total land 

1 

14-87 

15-81 

18-73 

' 192s 

trade ... 

j 23-15 

30-83 

33-97 

41-81 



These figures, while they are insignificant in comparison ivith 
the total annual sea-borne trade of India, yet reveal a steady 
progress, which is likely to be quicker with further improvements 
in trans-frontier communications. 

The feature of the existing system of registration of land frontier 
trade of India (excluding Burma) which came into force from April 
1925, is that only the traffic in selected articles at certain railway 
stations adjacent to the more important trade routes across the 
frontier is recorded. (This principle was also extended to Burma 
with effect from i April 1926.) It Is estimated that the bulk of the 
inward traffic at these stations is intended to be transported beyond 
the frontier, and the bulk of the outward traffic consists of goods 
which have come from beyond the frontier. It is impracticable 
however to specify the exact proportion of the actual frontier trade 
to the total trade registered at these stations. The principal com- 
modities at present imported from the trans-frontier countries are 
food-stuffs such as wheat, grain, pulse, and rice; fruits, vegetables 
and nuts, especially from Afghanistan; raw wool from Afghanistan 
and Tibet; raw jute and oilseeds from Nepal; living animals, 
principally from Nepal; raw silk, etc. By far the most important 
exports are cotton goods, foreign and Indian; cotton yarn; grain 
and pulse; sugar; raw cotton; petroleum; leather manufactures; 
silk goods; tea; apparel, etc.^ 

' SiatisUcal Abstract for British India, 1928-9, Tables Nos.: 244-6: and 
Review of ihe Trade of India in 1930-31, p. 146. 


It would be manifestly to the advantage of India to develop this 
branch of her external trade to the utmost possible extent, especially 
as, with the progress of the manufacturing industries in India, the 
importance of nursing trans-frontier markets will be greater than 
ever before. 

§26. International trade and economic prosperity. — ^I'he aggre- 
gate volume of India’s trade is sufficiently large to entitle her to the 
fifth place among the countries of the world, which stand in the 
fallowing order; the United Kingdom, the United States, France, 
Germany, India. As regards per capita trade, however, India stands 
very nearly at the bottom, as the following table, relating to the 
period before the world trade depression set in, shows. 

Foreign trade per head of population {special trade in 
merchandise only)^ 

In U.S.A. dollars 


Country 

1913 

1921 

1925 

Australia 


133 

17.3 

251; 

Canada 


142 

258 


Denmark ... 


134 

233 


United Kingdom 


126 

233 

208 

Belgium 


209 


192 

France 


74 

130 

ios 

Germany ... 



48 

So 

United States ; ... 


43 

63 

79 

Japan .... 



38 

33 

India ... ... 


4'3 

yo 

7.3 

Russia 


8-S 

3‘3 

47 

Chma ... ... 


1-6 

3-7 

3-2, 


It is obvious that in the case of a large country like India, with 
a huge population, a much more considerable increase in the volume 
of the total trade is required to show a given amount of growth per 
head than in the case of small countries. 

We cannot take the per capita foreign trade of a country as an 
infallible index of economic prosperity. For if we did we should, 
for example, conclude that the United Kingdom is considerably 
richer than the United States. And yet the true position is precisely 
the reverse of this. It would scarcely be an exaggeration to say 
that the very existence of . the United Kingdom depends on a pros- 
perous foreign trade, whereas to the United States her foreign trade 
is of slight importance as compared to her internal trade. And 
generally speaking, it will be found that international exchange is of 
far greater importance to small than to big nations. However, the 

League of Nations Memorandum on Foreign Trade Balances, ^ vol. I, 
p. ijo (quoted by Mr S. C. Bose -in his M.A. thesis, The Foreign Trade 
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safest thing- for the student is to remember that international trade 
is g-overned by the principle of comparative costs and not by the 
wealth or poverty of the countries engaging in it. The size of the 
agg-regate, and to a smaller extent the per capita, income may some- 
times serve to corroborate conclusions in regard to the relative 
economic strengtli of nations arrived at b}' the application of surei- 
tests than the per capita income; but there is much risk in making 
it the sole basis for such inferences. Dr Marshall has treated the 
whole question in all its aspects ivith his usual fulness and ability, 
and we may be pardoned for quoting freely from him. Comparing- 
India with the We.st Indies in the days before England bad yet 
become the work.shop of the tvorld, he points out that ‘when natural 
and artificial causes were combining to give the West Indies nearly 
a monopoly of the production of sugar, some of these islands im- 
ported not only all their clothing and other manufactures, but also 
nearly all their food. On the other hand, India had at the time but 
little foreign trade, in spite of her vast population and the high 
value which Europe placed upon many of her products. For she 
had little need of European products; she could herself supply most 
of the things which she desired to have; and Europeans could not 
get access to more than a narrow fringe of the large and rich land. 
Consequently wliile the foreign trade of the West Indies was for a 
time one of the largest in the u’orld, that of the whole continent of 
India remained .small’. ^ All the same, however, India was a wealth- 
ier country than the West Indies. Dr Marshall has also observed 
that ‘a country’s foreign trade is likely to be increased by rapid 
advance in those industries which are already ahead of similar 
indiustries in other countries ; because such an advance increases her 
power of exporting at a profit. But her foreign trade is likely to 
be lessened ; or at all events its growth is likely to be checked by an 
advance in those industries in which she is relatively weak, because 
such an advance will tend to diminish her need of exports’. A large 
per capita foreign trade may ‘indicate that a nation is prosperous 
and enjoys comforts and luxuries by participating in an international 
exchange of commodities, or, on the other hand, it may indicate 
that the people live in a poor and unproductive territory and are 
compelled to give services and import bare necessities, articles of 
simple food, and clothing, fuel and building material and some- 
times even drinking water, as in. the case of Aden in southern 
Arabia’, “ At the same time, however, so far as actual experience 
goes, great national trade has almost invariably been an evidence 
of high industrial energy, especially when we are considering not so 

* Marshall, Industry and Trade, p. 25. 

® Ibid., p. 14, 


much a large per capita, as a. very larg-e aggregate, external trade. 
‘For the same energy of character that makes a nation eminent in 
industry is likely to make her traders alert to seize every opportunity 
of bringing the products in which she excels to the notice of coun- 
tries that cannot produce those things with as much relative ease 
and etficiency as they can other products, which are in demand in 
her own market but cannot be produced there with as mucli ease. 
The case is specially strong when the exports consist largely of 
high grade products.’ A large aggregate trade commonly indicates 
high industrial efficiency. It shows that, in the country in question, 
‘each sort and degree of skill is set to the work for which it is 
specially adapted; pkint is improved rapidly; and that which is 
no longer the best of its kind is quickly thrown out, often to be 
exported to countries whose industries are still backward’. 

In the light of the above considerations we may conclude that 
the great increase in India’s foreign trade in modern times owing to 
the extension of facilities of railway and steamer transport must not 
be regarded as a sign of indii.strial pre-eminence but at most as a 
necessary preliminary to it. If India develops her own manu- 
factures, this may result, at least in the beginning, in a considerable 
diminution of her foreign trade, as she will herself be producing 
the manufactures which she at present imports from abroad. It 
may, however, happen that in the future her manufactures will 
develop to such an extent that, after replacing foreign manufactures 
in the home market, they will overflow her boundaries and spread 
in the outside world. In fact India’s case may be cited in illustration 
of the uncertain connexion between foreign trade and economic 
prosperity. While her first step forward in economic progress has 
been accompanied by a considerable extension, her next step will 
probably be marked by a decline of her international commerce, and 
the final stage in her economic evolution may again be characterized 
by an increase in her foreign trade. 

Internai, Trade 

§27. (i) Coasting trade. — ^We have already indicated the 

present position and the future importance to India of her coastal 
trade in our discussion of the proposal to reserve the coastal trade 
for Indian shipping. The coastal trade may be regarded as a part 
of the inland trade of the country, though it aLsoi includes a small 
amount of foreign trade.’- , . 

' In 1931-2 oul of the total value of private merchandi.se imports, viz. 
Rs. 86'8o crorcs, Indian merchandise iva.s., valued at R.s. 79-85 crore.-i and 
foreign merchandise at Rs. 0-95 crores ; and similarly,, out ■ of a total value of 
exports of Rs. 83-19 crores, Indian merchandi,ss was valued at Rs. 74-7S 
, crores and foreign merchandise at Rs. : 8-41 ■ crores. . 
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The following table shows the value of private merchandise 
(Indian and foreign) imported into and exported from the several 
maritime provinces of British India from and to Indian ports (British 
and foreign). 


Coasting Trade (In thousands of rupeesY 



1918-19 

193 1-3 


Imports 

Exports 

Imports 

E.xports 

Bengal 

Bihar and Orissa . 

Bombay 

Sind 

Madras 

Burma 

14,16,28 

24.33 

38,60,3s 

8.09,0s 

9,52,06 

i6,9S,ri 

11,46,70 

10,67 

21,34,04 

6,02,73 

8,s8,o6 

20,22,48 

19.63,38 

8,83 

25,03,1s 

11,26,73 

18,51,13 

12,27,18 

11,86,80 

4,78 

6,64,12 

8,60,77 

23,02,53 

Total ... 

87,57.18 

67,74,68 

86,80,40 

83,19,43 . 


Including the value of the exports and imports of Government 
stores and of treasure, the total coastal trade was valued at 
Rs. 1,66,59 lakhs and Rs. 1,75,64 lakhs in 1918-19 and 1931-2 res- 
pectively. The coasting trade between Burma and other provinces 
of India is of special interest as land communication with Burma 
is very difficult. The principal coastwise imports into Burma are 
coal, cotton piecegoods, jute bags, pulse, betel-nut, while the prin- 
cipal exports from Burma are rice, kerosene oil, petroleum, candles, 
lac, teakwood, timber, etc.® 

The total foreign and coastwise trade (imports and exports) of 
the eight principal ports of India in 193 1-2 was as follows. 


Total Trade of Eight Principal Ports (In lakhs of rupeesY 



Foreign 

Coasting 

Total 



Pre-War 

average 

193 1-2 

Pre-War 

average 

1931-2 

Pre-War 

average 

1931-2 

Bombay 

I.i3ii5 

84,10 

32.30 

51.96 

1.45.45 

.36,06 

Calcutta , 

1,41,06 

92,18 

18,72 

27.96 

1,59.78 1 

:,2o,i4 

Rangoon _ ... 

29,93 

30,07 ; 

19.03 

28,12 

48,96 

58,19 

Karachi 

38.87 

28,31 • 

9,00 

17.8s 

47.87 

46,16 


i6,8o 1 

22,67 ; 

2.81 

7,80 

19,61 

30,47 

Cochin’ . , 

2,72 1 

: 3,73 ‘ 

3.56 

^ S.52;- 

6,28 

9,2s 

Tuticorin 

i .5,56 

3>6S . 

1.67 

3.84 

7,23 


Chittagong ... 

;■ 5,71- 

7.04 

1.76 

3.0s 

7,47 

10,09 


^ Hee Statistical Abstract for British India, Table No. 259. 

T For further details s^e Review of the Trade of India in ilSi. 

= These figures include all foreign and coasting trade, except Government 
stores, in merchandise^ : Sec Statistical Abstract for British India, inf r-a, 
"Habie No. 206. 








These figures show that Bombay, Calcutta and Rangoon to a 
very large extent, and Karachi and Madras to a smaller extent, 
account for the bulk of the total foreign and coastal trade of India. ’■ 

lo ensure the fulle.st possible development of the coastal trade 
in India, a comprehensive programme of port clevelopment, the 
building up of an Indian mercantile marine and a proper co-ordina- 
tion between coastal and railway traffic are necessary, but these 
are topics on which we have already expatiated at considerable 
length.^ 

^28. (ii) Inland trade. — India, like America, but unlike the 
United Kingdom, is more vitally interested in her internal than in 
her external trade. This is not surprising in view of the conti- 
nental dimensions of the country, her teeming population, her diver- 
sity of physical and climatic conditions and her vast and varied 
natural resources. In modern times the extension of improved 
means of communication and transport has added greatly to the 
volume of the internal trade, and this process will be qiiickenetl by 
a general economic advance and the progress of organization, which 
will increase the scope for exchange between town and country. 

The great importance of the internal trade of India is insuffi- 
ciently appreciated. The imposing figures of the exports of cotton, 
jute, rice, wheat, oilseeds, etc., represent only a moderate propor- 
tion of India’s total production, of which some idea has already 
been given; though- of course it is true that not all that remains 
after export is offered for sale, for a part is directly consumed by 
the producers, as in the case of the peasant proprietors who con- 
sume a large portion of the food-stuffs raised by them. The great 
importance to India of her internal trade is brought out by the 
consideration that, ‘if India’s total agricultural produce is taken 
into account, calculations show that for every acre of land producing 
goods, whether grain, oilseeds, fibres, tea, etc. for export, eleven 
acres are cultivated for local consumption’.” To the agricultural 
production which remains in the country for internal consumption 
and exchange must be added the non-agricultural produce, such as 
mineral production and manufactures, of which only a small per- 
centage is exported abroad. 

No accurate and reliable statistics are available regarding the 
volume, and the value of the inland trade of the country. Fairly 
satisfactory data arc available regarding the coastal trade, the bulk 
of which, as said above, may be regarded as part of the internal 

1 For ,^n interesting account of the trade of the principal ports see Vera 
Anstey, Trade of the Indian Ocean, pp. 79-85.' 

. ■ ■ “ See -ch. V.' ■ ■ ■ 

^ See Worswick, op. cit., p. 145. 
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or the inter-provincial trade of the country. But so far as the 
inland trade proper goes, scarcely any information beyond the statis- 
tics of the goods traffic of railways was available for some years. 
Until 1933 the Department of Statistics used to publish the compil- 
ation Inland Trade {Rail and River-borne) of India annually, and 
all the provinces used to issue similar publications. These gave the 
import and export trade in staple articles of each of the five or six 
blocks into which every province was divided ; and the imports and 
exports of eighteen bigger blocks forming the trade divisions of 
India as a whole. The figures related to quantity only; the figures 
of value, given in a few cases, were admittedly very rough. The 
internal trade returns were defective in other respects also. Trade 
v'ithin a block was not recorded ; there was obvious evasion on 
railways; and trade by road, which is not negligible, was not taken 
into account. ‘ However in spite of their defects these statistics 
were of .some utility, and it was unfortunate that, except in one 
or two provinces, they were discontinued, as was also the publication 
Inland Trade {Rail and River-borne) in 1923 on the recommendation 
of the Retrenchment Committee. The Economic Enquiry Committee 
rightly pressed for the revival of the publications of the internal 
trade returns, and for their improvement so as to bring them into 
line with the more up-to-date statistics of the same kind maintained 
by countries like the United States.^ It is gratifying that the 
Government of India have recently (with effect from r. April 1933) 
revived the publication of these statistics, by issuing Accounts rela- 
ting to the Inland {Rail, and River-borne) Trade of India, every 
month, offering a summary view of the inland trade of India during 
each month together with running totals from the beginning of the 
official year. The new series, which is published by the Department 
of Commercial Intelligence and Statistics, retains in essential.s the 
form of the older publication. The statistics given below relate to 
the inland trade of India carried by the railways and the steamer 
services, and represent the movement of trade into and from a 
province, taken as a whole, or a chief port or ports, the trade of 
which is registered separately from that of the trade of the province 
in V'hich such port or ports may be situated. The trade dealt with 

‘ Economic Enqiiiry Committee Report, p. 13. 

' The Government of India decided to revive the compilation of .statistic.s 
relating to rail and river-borne trade in raw cotton with effect from r October 
iq2fi as the.se statistics ■ afford valuable assi.stiince to Directors of Agriculture 
in checking the accuracy of ■ crop . forecasts. They have also agreed to record 
both exports and imports of cotton from and into each trade block so as to 
enable an Independent estimate to he made of the production in a ijarlicular 
block. Sec India in igsJrS, p. . 237,' and Annttol Report of the. Department of 
Agficulture (Bombay Presidency), 1937-8, p. 25. 



in these accounts fails into one or other of the following categories ; 
(a) tlie trade of a province with other provinces, (h) the trade of 
a chief port with the province in which it is situated, and (c) the 
trade of a chief port with other provinces. Goods carried frotn 
one station to another within the same province or principal trade 
block are not registered for the purpose of these accounts. For 
the purpose of reg^istration of these statistics the country is divided 
into iS principal blocks as follows: (a) 9 blocks representing British 
provinces, [h] 4 representing the principal port towns, viz. Calcutta, 
Bombay, the Madras seaports and Karachi, and (c) 5 representing 
Indian States. The r.ail-borne trade is not registered in Burma. 
The statistics relate to quantities and denominations only, and figures 
of value are not given.* The net W'eights are given uniformly in 
standard maunds of Sa 2/7 lb. The statistics in the new series 
are thus characterized by the same defects as in the case of the 
older one. 

The table on p. 296 show's the total trade in each article between 
each province and Indian State and chief seaport, (in maunds) in the 
tW'Clve months, i April 1934 to 31 March 1935. 

In -the absence of full and dependable statistics relating to in- 
land trade, no precise idea can be formed of its dimensions and 
of its relative importance as compared to the foreign-trade of the 
country. According to Inland Trade of India for jgso-i, the total 
inland trade was estimated at nearly, Rs. 1,500 crores, thus giving 
a proportion of 2^ : i between the domestic trade and the foreign 
trade. “ Such figures as are available, however, leave no doubt 
regarding the small volume of the inland trade in relation to the 
size and the population of the country. With a fuller development 
of the economic resources of the country the volume of internal 
trade is bound to increase to many times its present size, It is 
also necessary to follow a policy of systematic development of the 
inland trade of the country having regard to the uncertain character 
of an external trade and the big drop in our export trade. The 
revival of our external trade will, of course, stimulate the internal 

'As the railway and steamer invoices show only the figures of quantity, 
tho statistics in the above accounts relate to quantities only. ; (■)wing to the 
great disparity between the prices for the same commodity in . the different 
parts of tliQ country it is not possible to work out the corresponding figures 
of value ; and past experience shows th.at on whatever basis values- are assigned, 
these are in most cases only a very vague- approximation to the Irulh and 
should more often than not afford ho basis for , working out a. true and correct 
balance of trade for the different provinces involved. See Accomits relating 
it> thi< Inland (Rail and River^horne) Trade of India, March, 193,";, pp. 1-2- 

? K. T. .Shah holds that this is an underestimate, and places the value of the 
in'.and trade of India at Rs. 2,500 crores. Trade, Tariff and Transport, p. 122. 
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trade. It i.s, however, desirable to bring about its extension apart 
from its connexion with the external trader 

gag. Principal trade centres of India.* — ^We may now fitiingly 
conclude this chapter with a brief description of the principal trade 
centres of India, and follow it by a few words about commercial 
intelligence and trade organizations. In an account of the trade, 
centres of India mention may first be made of the five principal 
harbours of India^ namely, Calcutta, Bombay, Karachi, Rangoon 
and Madras. Calcutta and Bombay are not only the principal ports 
but also the most important industrial centres of India. Bombay 
is further the chief distributing centre for western India for the large 
volume of imports of cotton manufactures. The trade of Bombay is 
preponderantly in Indian hands as contrasted with Calcutta, where 
it is largely under the control of Europeans. Karachi is the centre 
pf the wheat trade, and Rangoon of the trade in rice, timber and oil. 
Madras also is a considerable trade and industrial centre but not 
comparable, ivi importance to Bombay or to Calcutta. Apart from 
these five principal ports, other big trade centres are Cawnpore, 
Delhi, Ahmedabad, Amritsar, Agra, Lahore, Benares, Lucknow, 
Nagpur, etc. Cawnpore, which is an important railway junction in 
the United Provinces, holds a central position, being situated 
half-way between Bombay and Calcutta, and is a convenient distri- 
buting centre for foreign and local goods. Delhi, now the capital 
of India, is the junction for nine railway lines and an important 
clearing house for the Punjab and the western districts of the United 
Provinces, particularly in cotton, silk and woollen piecegoods. 
Ahmedabad is, next to Bombay, the most important centre in the 
Bombay Presidency. Amritsar in the Punjab has not only a large 
entrepbt trade in piecegoods, but also does a large business in skins 
and hides; it is akso well known for its carpet industry. Agra has 
considerable manufacturing industries connected with carpets, durries, 
embroideries and stone work, and is a collecting centre for the 
better qualities of bides. Lahore is the chief trading centre for the 
agricultural produce of the Punjab. Benares is mainly of interest 
as a considerable centre of the silk-weaving industry. Lucknow is 
commercially of interest as a distributing and collecting centre for 
the rich agricultural produce of Oudh. Nagpur derives its com- 
mercial importance from its weaving mills, cotton-ginning and 
pressing factories, and the extensive manganese deposits in its 
neighbourhood. In addition to these centres of trade, mention may 
also be made of Jubbulpore, Mirzapur, Madura, Gwalior, Dacca, 
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Mandalay, Srinag-ar, Sholapur, Amraoti, Hyderabad (Deccan), 
Allahabad, Jaipur, Baroda, Bang-alore and Mysore. 

§30. Commercial intelligence and trade organization. — The col- 
lection, careliil analysis and judicious distribution of commercial and 
industrial intelligence has now come to be a necessary function of 
governments in civilized countries in view of the international com- 
petition in industry and commerce. Not a little of the prosperity 
of countries like Germany, Japan and the United States, is owing 
to their excellent system of commercial intelligence. Trade com- 
missioners are appointed and consuls stationed in foreign countries, 
their main duty being to supply information about foreign markets 
to their re.spective countries. India is insufficiently equipped in all 
these respects. Though the Commercial Intelligence Department 
came into existence as far back as 1905, it \vas put in evidence 
before the Industrial Commission that there was no clearly defined 
channel through which information on commercial matters in the 
po.ssession of the Government could be communicated, whether 
publicly or to individual applicants.^ The Commission made several 
useful recommendations in this connexion, including the establishment 
of Indian trade agencies in other countries such as East Africa 
and Mesopotamia. The position today is somewhat more satis- 
factory than it was a few years ago. The Department of Commer- 
cial Intelligence and Statistics, which was reorganized in 1922, 
now forms a connecting link between the commercial public and the 
Government of India. It collects information bearing on overseas 
trade which may be of use to Indian firms; compiles and publishes 
statistics of all-India Importance relating to trade, industry and so 
on. It answers trade inquiries, effects trade introductions and 
publishes in the Indian Trade Journal (the weekly organ of the 
Department) statistics and other information of commercial value. 
The Department keeps in touch with trade developments of interest 
to India. In the United Kingdom, through the nledium of the 
Indian Trade Commissioner in London, who since 1926 has been 
assisted by the Trade PubJicity Officer, opportunities as they present 
themselves in England for commercial publicity are utilized in 
India’s interest. This step has led to some useful results. The 
Department of Commercial Intelligence and Statistics also works in 
close co-operation with the Indian Trade Commissioner in Ham- 
burg. Since these appointments were made, arrangements have 
been made for the display of Indian goods at some of the important 
exhibitions and fairs on the Continent. The Department of Com- 

Industrial Commission Re-part^ par. 180. 

“ See India in 1926-7, p. 209 ; and India in 1927-,?, pp. 208-9. 
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mcrcial Intellig-encc is also in close touch with His Majesty’s 
Trade Commissioners in India and the Dominions and with Consular 
Officers in the various parts of the world so as to stimulate the 
overseas demand for Indian produce and manufactures. The High 
Commissioner for India in London, whose office was created in 
1920, has been saddled with much miscellaneous agency and financial 
work, of which the purchase of Government stores is the most 
important. He is therefore not in a position to be of much use 
for promoting Indian commercial interests abroad. The organiza- 
tion described above is chiefly concerned with making known abroad 
information regarding the possibilities of Indian markets for foreign 
goods. If is equally necessary, however, to supplement it by a 
similar organization for the purpose of making available in India 
information regarding foreign markets for Indian goods. We have 
■ already stated that new ground has been broken in this direction 
and noticed the recommendations of the Trade Mission which was 
■deputed to explore the potentialities of certain export markets for 
Indian textile goods.* The establishment of Indian trade agencies 
and of an independent Indian consular service, as in the case of 
the self-governing Dominions, would be well justified as helping 
to develop trade relations with foreign countries on lines most 
beneficial to India. We therefore welcome the announcement of 
the Government of India made in January 1930 that they contem- 
plate the appointment of six Trade Commissioners, one each at 
Hamburg, Milan, New York, Durban, Mombasa and Alexandria.® 
An Indian Trade Commissioner has since been appointed at 
Hamburg. 

§31. Commercial organization in India. — ^The most important 
and the best organized non-official commercial organizations in India 
are those formed by European merchants, such as the Associated 
Chambers of Commerce of India and the various Chambers of 
Commerce at Calcutta (1834), Bombay (1836), Madras (1836), Ran- 
goon, Karachi and other principal centres. Their membership, 
except in Bombay, is preponderatingly European, though open to 
Indians also. This is but the natural outcome of the earlier start 
made by European traders in establi,shing commercial connexions 
between India and the West. In addition to the Chambers of 
Commerce there are also associations representing particular 
branches of trade, such as juf.e mills and cotton mills ; and also 
those representing retail traders in the principal cities. Elitherto 
the Indian commercial community have suffered for lack of suitable 

* See ante, p. 38, and Mia in tQsS-g, p. 198. 

’ See also footnote to p. 38. 
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organization for obtaining redress for their legitimate grievances, 
and it is a welcome sign of the times that Indian merchants are 
waking up to the necessity of organizing themselves. There are 
now several purely Indian associations, such as the Bengal Nat- 
ional Chamber of Commerce, which is the oldest (1887) organiza- 
tion of the Indian mercantile community, the Indian Merchants' 
Chamber and Bureau, Bombay {1907), the South Indian Chamber 
of Commerce, Madras (1909), the Indian Chamber of Commerce, 
Calcutta (1925), and the more recently (1927) started Maharashtra 
Chamber of Commerce. There is also an All-India F ederation of 
Indian Chambers of Commerce and Industry. All these organiza- 
tions can be of immense service in focussing commercial opinion in 
India and giving a lead to the Government in regard to problems 
affecting the commercial and industrial development of the country.^ 

may be noted here that some of the important Chambers of Com- 
merce have been given representation both on the Central and Provincial 
legislative bodies. 



CHAPTER VII 

CURRENCY AND EXCHANGE— Paut T 

§1. Indian currency in the pre=British era.—Since Akbar’s time 
the currency in northern India had come to consist of the g-old 
mohur and the silver rupee, which both weighed 175 grains trov. 
'I'here was no fixed legal ratio between them, though each of 
the coins bore a fixed ratio to the dam, the copper coin of the 
Mogul Empire.^ In southern India, which never came completely 
under the dominion of the Moguls, gold was the principal currency. 
Under Hindu rule, preference was generally given to gold, while 
the Mohammedans showed a predilection in favour of silver. 
When the Mogul Empire broke up and on its ruins arose a large 
number of independent states, many of them signalized their inde- 
pendence by striking a special coin, this being regarded as a mark 
of sovereignty. Though the old denominations were generally 
retained, there was every degree of variation as regards weight 
and fineness. So that when the East India Company came upon 
the scene, it found that the currency position was characterized by 
a bewildering multiplicity and variety of coins of gold and silver. 
It has been calculated that as many as 994 different coins made of 
gold or silver and of varying weight and fineness were current.® 
The services of professional shroffs (appraisers) had constantly to 
be requisitioned to ascertain the value of the coins held by the 
people. The East India Company found its commereial transactions 
seriously hampered by this chaotic condition of the currency and 
thus began the series of experiments in currency organization in 
India, whose history it is our purpose to narrate in this chapter. 

§2. Four periods in the nineteenth century.— We may divide 
the history of Indian currency in the nineteenth century into four 
periods* : — 

(i) The first period (1801-35) is characterized by attempts to 
establish a uniform rupee as the only standard for the Company’s 
possessions. 

‘ This chaptei- will be mainly concerned with the ■ history of the Indian 
currency and exchange system up to the appointment of fhe Hilton-Young 
Commission in 1925. The next chapter will deal W'th the various criticisms of 
the, sy.stem and with its reconstruction on the lines .suggested by the Hilton- 
Young Commission. . 

” B. K. Ambedk.ar, The Problem of the Rupee, p, 3. 
f H. D. Macleod, Indian Currency, p. 13. . 
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(ii) The second period (1835-74I is marked by efforts made 
to introduce a gold currency, and several proposals in this connexion 
were discussed, without, however, leading to the establishment of 
a gold standard and a gold currency. 

fiii) The third period (1874-93) witnessed a continuous fall 
in the value of silver, making the exchange value of the rupee 
low and unstable. During this period there was consideraldc 
agitation for currency reform on the basis of international 
bimetallism. 

(iv) The fourth period (1893-1900) is characterized by the 
closing of the Indian mints to the free coinage of silver and the 
-subsequent linking of the Indian currency with the gold standard — 
a process completed in 1898 with the recognition of the British 
sovereign as unlimited legal tender side by side with the rupecv 
with the fixed legal ratio of 15:1 between them. 

We shall now deal with these four periods in more detail. 

§3. The first period ( 1801 - 35 ).— ^The first attempt of the East 
India Company at evolving order out of the prevailing confusion 
in currency resulted in a simultaneous issue of both gold and silver 
coins with the Company’s stamp, and with a definite legal ratio, 
weight and fineness. But owing to the fluctuations in the. market 
value of the two metals it was found impossible to maintain the 
ratio. Under the official ratio, gold was undervalued and was there- 
fore displaced by silver. About this time Lord Liverpool published 
in England his famous Treatise on the. Coins of the Realm, which 
enunciated the principle that only one metal should be the standard 
and unlimited legal tender, though other metals might also be 
coined and allowed to circulate at their market value. The Directors 
of the East India Company, seeking a way out of the currency 
muddle in India and influenced by Lord Liverpool’s work, selected 
silver to function as the only standard in India. However, in 1806, 
in a dispatch to the Governments of Bengal and Madras, they took 
care to mention that their intention was by no means to drive gold 
out of circulation where it was the general measure of value. The 
Company tried to keep the ratio fixed between the rupee and the 
gold inohurs, but the latter came to be undervalued, and disappeared 
from circulation. The recommendations of the Directors in 1S0& 
had allowed discretion to the Indian authorities as regards the time 
and manner of giving effect to them, and they were not acted upon 
immediately. In, 1818, however, the silver rupee of i8o grains, 
ir/i2th fine, was substituted for the gold pagoda in the Madras 
Presidency. The coinage of gold pagodas in Madras was slopped, 
but, for the convenience of the public, it was announced that gold 
coins would be issued, and would be paid and received by all the 
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public offices at such rates as might be determined by proclamation 
from time to time, the first rate chosen being 15:1. 

In the meanwhile, the Bombay rupee had been made identical 
with the Madras rupee in 1823, and the last step was taken in 1S35, 
when the Indian rupee in its present form and size was issued, 
being the same in regard to weight and fineness as the Madras 
rupee of 1818, and was made sole legal tender of payment through- 
out the territories of the East India Company. Mints were opened 
to its free coinage, and the Indian system came to be one of silver 
monometallism, instead of the bimetallic or parallel standard system 
which had prevailed so far. The value of the silver bullion in the 
rupee and its legal value were identical. This Act remained in 
force up to 1893. 

§4. The second period ( 1835 - 74 ).— The Act of 1835, however, 
authorized the coinage of gold mohurs and of five, ten, and thirty- 
fupee gold pieces at market value, if required by the public. In 
1841, a proclamation was issued authorizing the public treasuries 
freely to receive the gold mohurs at their face value, that Is to say, 
at the rate of 15:1, in payment of public dues. In 1848 and 1S49, 
owing to the Au.stralian and Californian gold discoveries, the price 
of gold fell in terms of silver. Gold was overvalued in the official 
ratio of 15. :i, and the holders of gold coins availed themselves of 
the opportunity to obtain a larger price in silver than they could 
obtain in the market. People began to pay their public clues in the 
depreciated gold coins father than in rupees, much to the embarrass- 
ment of the Government. Lord Dalhousie's Government, therefore, 
withdrew the proclamation of 1841, and gold was thus definitely 
demonetized. These steps led to a great stringency in the money 
market, which was particularly felt owing to the expansion of trade. 
After 1850 the production of silver was less than was the demand 
for it. Also a large proportion of silver rupees were being 
abstracted from circulation and being put to non-monetary uses. 
‘The Mint was pitted against the smelting pot, and the coin pro- 
duced by so much patience and skill by the one was rapidly reduced 
into bangles by the other. There were no credit media to speak 
of to relieve the nionetar)' stringency, and banking was yet in an 
undeveloped condition. In these circumstances people began to 
have recourse to their own remedy, as was pointed out by the 
Bombay Cliamber of Commerce, in a memorial to the Government 
of India praying for a gold currency, in which it was said that 
‘there is an increasing tendency to the creation of a gokT ingot 
currency, by the natives of this country, as a rude remedy for the 

* Cassels quoted by Amheikar, The Problem of. ihe Rupee, p. 2^. 
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defects of the existing silver one’, and ‘that gold bars, stamped 
\vith the mark of Bombay banks, are for this purpose circulated in 
several parts of the country’.^ The American cotton famine brought 
fancy prices in gold to Indian cotton exporters, and gold was im- 
ported on a very large scale. There arose, therefore, a demand 
supported influentially by the three Chambers of Commerce for the. 
introduction of a gold currency — a demand which rvas all the 
stronger, because the fear that had been felt about the depreciation 
of gold was largely belied by actual experience. In November 1864, 
therefore, the (lovernment of India issued a notification by which 
sovereigns and half-sovereigns were to be accepted at Government 
treasuries at the rate of Rs. 10 and Rs. 5 respectively, and the 
Government of India were to pay sovereigns and half-sovereigns 
to their creditors when convenient, and if the latter desired to 
receive them in payment. In 1866 the Calcutta Chamber of 
Commerce again urged the adoption of a gold currency, and 
the Government of India appointed the Mansfield Commission, 
which was the first of the committees and commissions which have 
sat from time to time to deliberate upon the problem of Indian cur- 
rency and have ladled out conflicting panacea.s to cure the currency 
ills of the country. The Mansfield Commission recommended that 
(i) gold coins of 15, 10, and 5 rupees should be issued, as they 
were likely to be preferred by the people to notes of like values, 
and as the introduction of the gold currency would pave the way 
for the establishment of currency notes; and that (ii) the currency 
should consist of gold, silver and paper. But, for reasons which 
have never been clearly explained, no definite action was taken on 
the Report of the Mansfield Commission. In 1868, a notification 
was issued by which the rate for the receipt of sovereigns and half- 
sovereigns was raised from Rs. 10 and Rs. 5 to Rs. 10-8 and Rs. 5-4 
respectively, as the former rate was out of harmony with the market 
rate and failed to attract gold to the public treasuries. In taking 
these steps, without any explicit reference to the Mansfield Com- 
mission, the Government showed their desire ultimately to make 
gold legal tender, but they wished to make sure of the fact as to the 
relative value of gold and silver in India before stereotyping the 
results by law and finally committing themselves to the legal tender 
of gold. In 1873 Sir Richard Temple submitted a note to the 
Government of India suggesting that a gold standard and currency 
was what was really wanted in India, and that a Commission should 
be appointed to decide definitely what should be the rating of gold 
and silver. The Council of the Governor-General were, however, 

? Ambedkar, op. cit., p. 42. 
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not unanimous, and the second period in the currency liistorv of 
India came to an end with the decision of the Government of India 
in 1874 not to accept the proposal. 

§5. The third period ( 1874 - 93 ). — By 1874 a g-reat change had 
begun in the monetary status of silver. Germany demonetized silver 
in Sweden, Denmark and Norway followed in 1874, closing- 

tlieir mints to the free coinage of silver. The countries of the Latin 
Union had to fall into line, with the result that huge quantities of 
silver were thrown on the market. There was also an enormoii.s 
increase of output of silver from now mines and owing to improved 
processes. The demand for gold, on the other hand, was increas- 
ing owing to its introduction as the only standard in Europe and 
the United States, and to the general expan.sion of trade, while the 
supply was declining. Gold and .silver became in their relation to 
each other simply commodities with no connecting monetary link. 
The depreciated metal began to flow on a huge scale into silver 
standard countries, and India more than ever became a sink, for 
silver, which, as it came in, was largely coined into rupees by the 
Indian mints. This heavy coinage was one of the causes which 
set up a decided tendency towards a rise of prices in India, though 
the phenomenon became much more marked after 1900, as we 
shall see later on. From 58^. per ounce in 1875, the price of 
silver fell to Sa-Jd. in 1879; 43d. in 1888; 37jd. in 1892,- and 27d. 
in 1899. 

■With the depreciation of silver the exchange value of the rupee 
in terms of the sovereign, that is to say, its gold value, began to 
move down and fell from about 2s. in 1871, to about is. 2d. in 1892. 
This is, however, anticipating matters to some extent. By way of 
picking up the thread of the narrative we have to notice that from 
1874 up to 1878, the agitation for reform in India was directed 
chiefly to the closing down of the mints for the free coinage of 
silver with a view ultimately to the adoption of the gold standard. 
In 1876, the Bengal Chamber of Commerce and the Calcutta Trade 
Association sent: a memorial to the Governor-General requesting the 
temporary suspension of compulsory coinage of silver by the Indian 
mints. The Government, however, refused to grant this request, 
being of the opinion that, without the substitution of gold as a 
standard, no .such step was possible, and that they were not able to 
adopt the gold standard under the prevailing circumstances, which 
were still unsettled ; and lastly, that the uncertainty in the situation 
■was caused not only by the depreciation of silver but also by the 
appreciation of gold. In 1878; howeverj the Government of India 
themselves proposed to the Secr’etary of State that definite steps 
should be taken in the direction of a gold standard with a gold 
11—20 
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currency, and that; in the meanwhile, the cost of the rupee should 
be increased to the public in India by charging' an additional 
seigniorage in order to establish a definite relation between the gold 
coins and the rupee, which might, if necessary, be altered from 
time to time. The Secretary of State referred this proposal to a 
Committee, which opposed the scheme on various grounds, and 
advised, with a somewhat pontifical air, that ‘it Avas bettoir to .sit 
still than to have, recourse, under the inikicnco of panic, to crude 
legislation the result of which cannot be foretold and the effect of 
which cannot be measured’. As an alternative to a gold standard, 
the Government of India pathetically clung for a long time to inter- 
national bimetallism, with a devotion worthy of a Mrs Micawber, 
when practically every other nation teas deserting it. Between 1867 
and iSgg, there were no less than four International Monetary Con- 
ferences held to propose remedies for the currency difficulties in the 
different European countries and the United States. India was 
throughout inclined in favour of international bimetallism, mainly 
because of her faith in its special use for herself as a means of 
rehabilitating silver in the currencies of the world, which, she hoped, 
Avould raise the price of silver and thus extricate her from lier 
exchange difficulties. But the scheme fell through chicfiy because 
of the opposition of England and the general desire on the part of 
the other European nations to adopt the gold standard in imitation 
of England, which led them to take up an attitude of hostility to 
the introduction of bimetallism in the silver-using countries. They 
feared that the demand for gold which this would cause on the 
part of the silver-using countries would raise the price of gold to 
inconvenient heights and embarrass the countries of Europe, wdiich 
were intent upon the establishment of the currencies on a stable 
gold monometallic, basis. 

§6. The fourth period (I 89 . 3 “ 1900 ). — In the meanwhile, the con- 
tinued fall in tile value of silver and the decision of the United 
Stales to repeal the Sherman Act, under which that Government was 
required to purcliase 54 million ounces of silver for annual coinage, 
made the position of silver and therefore the position of the Indian 
rupee more precarious than ever.; In these circumstances, the 
Government of India again approached the Secretary of State in 
1892 with the proposal, to close the Indian mints to the free coinage 
of silver with the object of eventually introducing the gold .stand- 
ard, if the International Monetary Conference then sitting at 
Brussels failed to arrive at any conclusion in favour of international 
action. Accordingly, in 1892, the Herschell Commitlce was 
appointed to consider the currency and exchange situation with 
special reference to the above proposal of the Government of India. 
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■^^’hilc the Herschell Committee was still sittinfj, the Brussels Con- 
lerence ended in a fiasco. The Herschell Committee had to suggest 
a remedy for the following- principal defects of the Indian oun-ency 
system as it then existed: (i) the financial difliciilties of the 
CoYcriiment of India caused by silver monometallism and the falling- 
rates of excliraige with the gold standard countries; (ii) the evil 
effects of the. fall in exchange on the people of India and her 
commerce; (iii) the difficulties caused by the fall in exchange to 
European officials in India. 

§7. (i) The financial difliculties of the Government of Iniiia.'^ — 

The difficulties of (he Government came principally from the fact that 
they had to remit yearly a very large .sum to Enghii-id in di.scharge 
of their gold obligations, viz. the Home Charges. The gold value 
of the rupee determined the actual incidence of this charge in 
India and, as we have seen, this value had been constantly falling 
ever since 1874, and there was every prospect of its further fall. 
The inconvenience to the Government of this state of affairs was 
well described by Sir David Barbour, the Finance Member of the 
Governor-General’s Council from 1888 to 1893, as follows : ‘The 
immediate cause of our financial difficulties, and the cause which, 
by comparison and for the time being, dwarfs all others, is the 
fall in the gold value of silver, which has added to the Indian ex- 
penditure in two years more than four crorcs of rupees. If that 
fall could be stayed and the rate of exchange with England fixed 
permanently at even its present low figure, the difficulty of dealing 
with the present deficit would be comparatively light. . . . Our 
financial position for the coming year is at the mercy of the ex- 
change, and of those who have it in their power to affect in any 
way the price of silver. If we budget for the present deficit of 
Rs. 15,95,100 and exchange rises one penny, we shall have a 
surplus ; if it falls a penny, we shall have a deficit of more than 
three crores; if we impo.se taxation to the extent of one and a half 
crores of rupees, a turn of the wheel may require us to impose 
further taxation of not less magnitude; another turn, and we may 
find lhat no taxation at all was required.’ 

§8. (ii) Effect of fall in exchange on the people of India.*’— The 
increased number of rupees which the Government were required to 
find for meeting their sterling obligations meant more taxation in 
terms of rupees. I'liis of course did not necessarily involve a per- 
manent increase of the burden of taxation, for in course of time 
adjustment would have taken place by a rise in silver prices in 

’ See Herschell Committee Report, pars. 3-6. 

“ Ibid., pars. 32-4. ' 
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India, so that a larger number of rupees would have meant the 
same quantity of produce, and it is the quantity of produce and not 
the number of tokens representing it, that is the proper measure of 
the burden. A certain time, however, must elapse before the adjust- 
ment is completed, and in the meanwhile the Indian ryot would have 
to pay more in terms of produce. The Herschell Committee pro- 
ceeded to point out that although the burden upon tlie people as a 
whole might not eventually be greater on accoutit of the fall in ex- 
change. there was likely to be a transfer of burdens from one class 
to another. Owing to the fall in exchange, the burden of those 
who paid a fixed land revenue under a permanent settlement had 
been lightened, and so had the burden of those whose land revenue 
hatl not been recently resettled. On the other hand, the increased 
salt tax pressed upon the people at large, and rendered more 
heavy the taxation of those who had suffered from the higher 
rupee prices due to the fall in the gold value of silver. 

Those in favour of the continuance of the silver standard argued 
that the fall in exchange acted as a stimulus to exports, and that, 
although in theory it was unfavourable, to imports, in actual fact 
India’s import trade had not suffered. For the gold prices of the.se 
imports had fallen and were declining more rapidly than the gold 
value of the rupee, so that India was certainly not receiving from 
Europe smaller quantities of the goods she imported, on the average 
per rupee as well as per sovereign, than .she did in i<S72-3. As 
Kemmerer points out, ‘the actual development of the merchandise 
import and export trade during the twenty years prior to the 
Herschell Committee Report had hardly been such as to justify a 
strong condemnation of the silver standard’.^ 

Now as regards the stimulus to exports, this is clearly a transient 
benefit, as the exchange could not be expected to keep on descend- 
ing indefinitely. Moreover, as against the stimulus to exports we 
must put the discouragement to imports. It may be that, owing to 
the fall in gold prices of imports, India was receiving as much 
of these imports as before the fall in exchange set in. But if the 
Indian exchange had not been declining and at the same time the 
gold prices wore falling, India would have received even larger 
quantities of produce than she actually did. Leaving out of account 
temporary gains and losses to exports and imports respectively, 
another important argument against letting things alone was that 
about 74 per cent of the total imports of India came from gold- 
u-sing countries, while 26 per cent only came from silver-using 
countries. Intimate financial and commercial relations had thus 


‘ E. W. Kenmerery \:Modem Currency Reforms, pp. 37-8. 
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been established with gold standard countries, and a constant fall 
in the value of the rupee must of necessity seriously embunass 
India’s foreign trade and have the result of introducing an unhealthy 
element of specidation into it. Further, even if the falling rupee 
conferred a temporary benefit on the employer in India, thi.s was 
at the expense of the wage-earner, because wages rise more slowly 
than prices. Thus, considering the benefit to India as a whole, it 
could not be said that a continuous fall in exchange was an 
advantage. 

In view of the difficulties caiused both to Government finance 
and to the commercial community, it would be difficult to find much 
fault with the Government’s anxiety to give up the silver standard 
in favour of the gold standard. The alternative method of increasing 
taxation, especially taxation in the form in which it would not have 
been unpopular, namely, by means of import duties, and of .severe 
retrenchment in public expenditure, was no doubt not absolutely 
impos.sifale. But given the prospect of comstaut fluctuations in the 
value of the rupee, continuous resort to taxation and economy would 
have been extraordinarily difficult and unsettling in its effect. We 
repeat, therefore, that the Government’s desire to end all this un- 
certainty by switching the currency on to gold was natural and 
even commendable. 

§g. Fall of exchange and foreign capital. — The influence of a 
heavy fall in exchange was tending greatly to check the investment 
of British capital in India and the development of the country, 
which largely depended upon such investment. For, ‘London is the 
lending market, and London thinks in gold’. The uncertainty as 
regards the interest on the investment and the prospect of the 
diminution which the invested capital might suffer, if it were desired 
to retransfer it to England, impeded the flow of British capital into 
India. Foreign firms were also finding a difficulty, owing to the 
falling exchange, in procuring the services of European servants, 
required for conducting their undertakings in India. The difficulty 
in attracting foreign capital to the country al.so had a prejudicial 
reaction on the finances of local bodies in India. 

§10. (in) Position of European .officials. — The Indian Govern- 
ment were also faced with difficulties as regards their own officers, 
who began to put forward claims for compensation for the loss 
which they sustained owing to the fall in exchange. They received 
their salaries in rupees, and to remit a given amount in terms of 
sterling to England for the support of their families and the 
education of their children, they had to spend a larger and larger 
portion of their income than before. This had led to serious dis- 
content amongst, them, t " ■■■ t.'-t ■ 
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§11. iReconimendatious of the Herschell Conimittec. — Having- 
convinced themselves that the existing: monetary system was in 
urgent need of reform, the Her.schell Committee proceeded to sugge.st 
remedies. Bimetallism was now out of the question. But instead 
of demonctiwition of silver and the establishment ol a gold slandard 
curreiKw, a soi’t of limping standard was recommended, under which 
there was to be no free mintage either of gold or of silver, and the 
rupee was to continue to be unlimited legal tender, gold being used 
only partially for currency purposes during the period of transition, 
at tlifi end of whicli further steps were to be taken to introduce a 
full-fledged gold standard. 

§12. The Government’s action on the Report. — The Government 
of India approved of the Report, and in 1893 an Act was passed to 
amend the Coinage Act of 1870, and the Indian Paper Currency Act 
of 1882. It provided for the immediate closure of the Indian mints 
to the free coinage of silver, though the Indian Government were 
allowed to retain power to coin rupees on their own account. There 
were also three administrative Notifications issued at the .same time. 
The fir.st provided for giving rupees in exchange for gold coin and 
bullion presented at the Indian mints, at the rate of i6d. to the 
rupee, The second Notification authorized the receipt of gold 
sovereigns and half-sovereigns in payment of public dues at the same 
rate. By the third Notification provision was made for currency 
notes being issued from the Paper Currency Offices, in exchange for 
gold coin or bullion, at the same rate. 

The object of these provisions was, first, to force up the exchange 
value of the rupee, or rather to arrest its further fall; secondly, to 
encourage the import of foreign capital; thirdly, to familiarize the 
people with the use of the gold sovereign ; and lastly, to discourage 
the import of .silver. The general idea was to take the first steps 
towards the eventual introduction of the gold standard, and to link 
India with gold-standard countries immediately. It was thought 
that a period of transition was necessary before the actual establish- 
ment of the gold standard. 

§13. Circumstances leading to the appointment of the Fowler 
Committee (1898). — ^The currency position from 1893 onwards was 
avowedly transitional and provisional, and some definite action still 
remained to be taken. This was hastened by the. representations of 
the commercial community, who were inconvenienced by the famish- 
ing of the money market through the closing of the mints and the 
temporary suspension of the sale of Council Bills, resulting in very 
high rales of discount In the meanwhile, the rupee had been 
gradually gaining in exchange ;value, and. the time seemed to have 
arrived to place India definitely on a gold basis, or at least, to take 
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a few further steps forward in that direction. This led to the 
a]:)pointnient of the Fowler Committee in 189S. 

§14. The Government of India’s proposal. — ^"rhe Committee con- 
sidered several, proposals. The first was. that of the Government 
of India, which contemplated a further contraction in the volume of 
rupees so as to raise the value of the coin to i.?. 44!. By 1S9S the 
Government of India had come to the conclu-sion that .silver should 
be definitely demonetized, and that steps should be taken with a 
view to the ultimate introduction of a j^old standard. 'I'lie experi- 
ment of closing’ the mints for silver appeared to have been highly 
successful from their point of view, as die rupee had steadily 
mounted up in exchange value since then,, as the following- statement 
shows: 


Calendar year 


Intrinsic value of rupee 
as silver bullion 


Average excluinge 
value of rupee 


IS94 

II i/3d. 

‘i 1 1/2' 

IS9S 

11 3/8d. 

I 13/8 

1896 

11 7 /Sd. 

I 2 1/2 

1897 

10 1/24I. 

I 3 1/4 

I89S 

10 3/8<1. 

I 3 7/8 


T'he Government of India made the following proposal as a first 
step towards the establishment of a gold standard: 


(i) Money should be borrowed in England and part of it should 
be remitted to India in the form of gold to serve as the nucleus of 
a gold reserve, (ii) A certain number of rupees should be with- 
drawn from circulation and melted down in order to raise the gold 
value of the rupee to i.?. 4^.^ (iii) The silver bullion obtained by 
melting- down the rupees should be sold for gold which was to be 
added to the reserve, (iv) The Government should not part with 
any of the gold in their possession until the exchange value of the 


‘ This showed the Government’s implicit faith in the quantity theory of 
money. But Nogaro points out that the simple relation required by the theory 
between the rise of the rupee and the limitation of its quantity did not, a.s a 
matter of f.'ict, exist. For tlie rise in exchange did not come about in the expected 
manner of, first, a fait in internal’ prices, and then diminished imports and 
increased export.^ leading to a favourable exchange. In fact, Indian prices 
remained .steady for nearly five years after the closing of the mints, bi.d'ween 
1893 and 1897, and there was actually a sharp rise of prices in 1898. It is also 
significant that exchange stability was achieved in 1900 just when the Govern- 
ment had started minting rupees on a large scale. The real cause that .sent 
up the exchange value of the rupee was' the snapping of the link between the 
rupee, coin and the metal silver of which it was: made, making it possible for 
the former to rise in value, while the latter was depreciating. In taking the 
measures they took, the Gpvernnrent thus builcled better than they knew from 
tile point of vie.w of gaining their object. See Bertrand Nogaro, La Momiaie, 
pp, 48-5..!, and V. Ct. Kale, Indian Economics, vol. II, p. 439 n. 
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rupee hud risen to li". 4J. Till then gold was not to l)c made 
legal tender in India, though this was to be the future goal of 
currency policy. 

Tills ijroposal was founded on the belief that the contraction of 
currency I'elatively to the demand for it, due to tlie closure ot the 
Indian mints, had been the real cause of the rise in the excliang-e 
value of the rupee, and that, .so long as this cause continued to 
operate, a further rise in the exchange value might be expected, 
until eventually the rate of ia'. ^d. was established. The Fowler 
Committee were unable to agree with the view that ‘the rise in the 
exchange value of the rupee was entirely due to the contraction of 
currency’, and held that ‘the forces which affect the gold value of 
the rupee are complicated and obscure in their operation’. They 
were therefore not prepared to recommend the drastic action pro- 
posed by the (.lovernment of India, especially as they feared that 
such action would accentuate the stringency in the Indian money 
market and would provoke the opposition of the commercial classes. 

§15. The Lindsay scheme. — Among the other proposals before 
the Committee special mention must be made of the scheme put 
forward by A. M. Lindsay, Deputy Secretary and Treasurer of the 
Bank of Bengal. The importance of this scheme is due to its close 
resemblance to the plan which wa.s in fact introduced later on. It 
suggested the rai.sing in London of a long-period loan of ;^io mil- 
lions to be kept there as the Gold Standard Reserve. The arrange- 
ment of 1893 was intended to prevent the rise of the rupee above 
i.r. 4f?. by making it binding on the Government to give rupees in 
exchange for gold or gold sovereigns. Lindsay’s aim was' to 
supplement this plan by making arrangements to give sterling in 
exchange for rupees so as to prevent the fall of the rupee below 
Ts. 4d. It was therefore proposed that the Government of India 
should sell in India sterling drafts on London for not less than 
j^ijOoo at the rate of is. per rupee, which were to be met from 
the reserve in London. 

in London, rupee drafts were to be sold to applicants for not 
less than Rs. 15,000 at the rate of is. 4 i/i6ci. per rupee, and 
these were to be met at Calcutta and Bombay. If an excess of 
rupees accumulated in India as the result of .selling sterling drafts, 
and consequently the reserve in London was unduly depleted, the 
excess of rupees was to be sold as bullion and the proceeds credited 
to the reserve in London. If, however, the stock of rupees in India 
was inadequate, silver was to be purchased out of the gold reserve 
in London and sent to India to,: be coined into rupees. The essence 
of this plan was that the rupee was to be the circulating medium in 
India, and gold was not to be legal tender. The Fowler Committee 
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turned down the scheme, as they feared that its adoption would 
check that (low of capital to India upon which her economic pros- 
perity scj larg-ely depended, and they objected that, if the system 
was made permanent in India, it would base Indiahs gold standard 
for all time on a few millions of gold in London, witli a liability to 
pay iti terms of gold in London for rupees received in India to an 
indefinite extent. 

§ 16. Back to silver. — Another proposal before the Committee 
was a return to silver monometallism. The questioit (tf closing the 
mints lor silver had formed the subject of heated debate for a long' 
time before the step was actually taken and had evoked st:rong 
opposition from official and non-official quarters. For example, Mr 
R. Hardy, Treasurer and Secretary of the Bank of Bengal, argued 
as follows in a memorandum which he submitted in 1886 : ‘The 
foreign trade of India consists of exports of merchandise; the ex- 
ports pay, not only for India’s g'old obligations abroad, but for her 
imports of merchandise as well, and a balance always remains in her 
favour, This balance .she takes in silver. If silver is cheap she 
gets more of the metal than she would get if it were not so cheap, 
and I hold that it is most to her advantage to get more rather 
than less silver. The pressure of the gold payments upon India as 
a whole depends not upon the price of silver but upon the gold 
prices realized for the merchandise exported to meet sueh gold 
payments. That the Government is in the position of receiving it.s 
revenue in silver, it may be asserted, does not affect that, the 
national aspect of the question, and it is therefore clearly the duty ■ 
of Government tcj meet any financial necessity arising from a fall 
in the exchange, either by increasing taxation or by reducing ex- 
penditure, or by both. To attempt to meet the difficulty by taking 
the extreme measure of changing the standard of value is, I think, 
out of the question, and I express this view, holding the opinion 
that the value of silver will probably yet fall considerably.’ 

Similarly, J. Westland, the Controller and Auditor-General, 
wrote in 1886: ‘I am inclined rather to say that greater facility in 
meeting its home obligations is the only interest that India has in 
a gold standard; and if a silver standard is better with respeel. to all 
its other relations and concerns, I cannot concede that the question 
connected with its home obligations is of such tremendous impor- 
tance as to overwhelm all others. The fact that our European 
officials, regarding our connexion with India as only temporary, 
look to the gold standard of the country, where we ultimately intend 
to live, as preferable for our own ijurposes, to the silver standard 
of the country where we earn our living, is somewhat apt to increase 
in our eyes the importance of remittance from India to England. 
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But if we wanted to stay in India all our lives, and our childien 
after us, as the definite majority of people clwelliiiy in India do, I 
■doubt if we would look upon a manifestly appreciating standard as 
more desirable than one which has been lairly steady in the past, so 
far as absolute value can be measured.’ 

Mr David Barbour, when he was Secretary to the Government 
of India in the Department of Finance and Commerce, was amongst 
the strongest opponents of a g’old standard for India, and held that, 
‘the loss or gain to India as distinguished from the Government of 
India, in respect of her permanent gold obligation.s depends entirely 
on the gold prices which she can obtain from her exports. No 
manipulation of the Indian currency can possibly atfect the gold 
prices of Indian exports and give any relief to India as a country, 
whatever effect it might have on the financial position of Govern- 
ment. Just as much as Government gained, just so much must the 
Indian people lose’.^ 

By 1893, however, the opposition to the closing- of the mint.s to 
silver had abated considerably, and it is significant that Barbour, 
who had some years ago vigorously opposed the plan, was himself 
the Finance Member, and as such sponsored the change of 1893. 
He had been of opinion that the salvation of India lay in inter-, 
national bimetallism. When, however, he found that that idea was 
impossible of accomplishment he transferred his allegiance to the 
gold standard. And when five year.s later it fell to the Fowler 
Committee formally to consider the question of re-opening the mints, 
it found that there were comparatively few advocates of the silver 
standard left. Even Sir James Westland, whose opinion against 
the abandonment of the silver standard has been quoted above, 
opposed its restoration in i8g8 in his capacity of Finance Member 
to the Government of India, He non- regarded the demonetization 
■of silver as an accomplished fact and stuck to an honest interpre- 
tation of the gold standard a.s implying the closure of the mints 
for the coinage of silver not only for the public but also for the 
'Government itself. This is what he said in i8g8, when a demand 
was made by some people that the Government .should resume the 
coinage of rupees for relieving monetary stringeney : ‘In our opinion, 
the silver standard is now a question of the past. It is a case of 
-iiosUgia nulla retrorsum. The only question before us is how be'st 
to attain the gold standard. We cannot go hack to the position 
of the open mints, There are only two ways in which we can go 
back to that position. We can either open the mints to the public 
generally or we can open them to coinage by ourselves. In either 
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case, what it means is that the value of the rupee will go down 
to something approaching the value of silver. If the ea.se is tliat 
of opening the mints to the public the descent of the rupee will 
Ije rapid. If it is that of opening only to coinage by the Government, 
the descent of the rupee may be slow but it will be no less inevitable.’ 

§17. Recommendations of the Fowler Committee. — The Fowler 
Committee had thus not much difliculty in rejecting the plea for the 
restoration of the silver standard, as no fresh arguments had been 
brought forward, and the actual discontinuance of the silver stan- 
dard since 1S93 had sensibly weakened the cEise for it. It concluded 
tluit the ideal to be aimed at was the ‘effective establi.shnient in 
India of a gold standard and currency based on the principlc.s of 
the free inflow and outflow of gold’, and with this end in view made 
■the following proposals: (i) The Indian mints should be thrown 
open to the coinage of gold sovereigns and half-sovereigns on terms 
and conditions such as governed the three Australian branches of 
the Royal Mint. The mints should remain closed to the free coin- 
age of silver as already decided in 1893, ‘until the proportion of the 
gold in the currency is found to exceed the requirements of the 
public’, (ii) The exchange rate was to be finally fixed at i.':. 4^. 
per rupee, as this was the rate that had already been established, 
and, prices having been adjusted to it, it would be easier to maintain 
than any other ratio, (iii) The rupee might continue to be unlimited 
legal tender, for, so long as the principle of limitation was in 
effective operation, and no fresh rupees were coined, the value of 
the rupee would be maintained at the ratio decided upon, and it was 
not necessary to make it also limited legtil tender for this purpo.se. 
(iv) The Government should continue to give rupees in exchange 
for gold, though they should not bind themselves to give gold 
in exchange for rupees, because the undertaking of such an 
obligation would be inconvenient and make them liiible to sudden 
dcmEinds for gold, to meet which it might sometimes be necessary to 
raise sterling loans at a heavy cost, (v) To secure the converti- 
bility of the rupees into sovereigns, the profits on any future silver 
coinage undertaken by the Government should be credited to a gold 
fund to Ijc kept; ‘as a special reserve, entirely apart from tlie Paper 
Currency Reserve and the ordinary tresisury balances’. For although 
•no legal obligation to convert rupees into gold -was to be imposed 
on the Government, it would be an advantage if they could pay out 
gold when their reserves permitted and the people were willing to 
accept it. (vl) The Government should be prepared to make gold 
available, particularly for export •when the balance of trade went 
against India. The Committee expected this gold to come from the 
gold reserves generally and especially from the. gold, fund proposed 



INDIAN ECONOMICS 


316 

by it, but eventually also from circulation, which would become 
saturated with a large amount of gold as the result of the full 
introduction of a gold standard and gold currency. 

In short, the Fowler Committee held that a fixed exchange could 
only be secured and g;uaranteed by an elTectivc gold standard. The 
Committee accepted as their model the limping standard adopted 
by the J..atin Union and the United States, under which both gold 
and silver were unlimited legal tender with a fixed legal ratio, and 
mints were open only to the free coinage of gold. The recom- 
mendations of the Fowler Committee were accepted almost entirely 
by the Government of India, and the Act of the year iSgg made 
sovereigns and half-sovereigns legal tender throug-hout India at the 
ratio recommended by the Fowler Committee. 

Negotiations were also set on foot for starting a gold mint in 
India, but they proved abortive on account of the. opposition of the 
British Treasui-y. 

A Gold Standard Reserve was formed in igoo out of the profits 
of the coinage of rupees on Government account, which was resumed 
for the first time after 1893. 

§iS. Remedies adopted in relief of monetary stringency, — (i) 
Circulation of gold — After the above action had been taken in faithful 
compliance with the Fowler Committee’s recommendations, Govern- 
ment policy soon broke loose from its moorings and drifted aimlessly 
until it landed into the patchwork of improvizatioiis called the Gold 
Exchange Standard. The Fowler Committee had recommended 
that fresh coinage of rupees should not be undertaken until the 
proportion of the gold in the currency was found to exceed the 
requirements of the public. The Government, however, were forced 
to resume coinage under the pressure of a number of circumstances. 
The closing of the mints had resulted in a stringency which was 
felt keenly as trade expanded and population increased. A.s a 
temporary measure for meeting the situation. Act II of 1S98 had 
already been passed, by which ‘the proceeds of the Secretary of 
State's .sales of Council Bills’ could be .set aside at the Bank of 
England in gold a.s part of the Incliaii Paper Currency Reserve. 
The Government of India could issue notes against the gold so 
set aside, and with them could meet pro tanto the Secretary of 
State’s drafts, without reducing their treasury balances’.^ Thi.s 

t .Vs Kwiirnorer points out, this measure was practically an aJoption of the 
Lindsay I’lnn by the Government (only however to reject it a year afterwards on. 
the recommendation of the Fowler. Committee).. For it meant ‘the sale of 
exchange in London by the Secretary of State on the Paper Currency Reserve 
in : India, [at rates .representing ; practically, the . gold-export . point for London, 
with the primary object of realizing .currency .to' meet monetary , demands irk 
India]’. Kemnierer, op. cit., p. 102. 
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had the effect: of addinq- to the drain on the stock of rupees with 
tile Government of India. In order both to familiarize the people 
with gold coin and to obviate the necessity of fresh coinage of 
rupees, the Government made an active attempt in 1899 and igoo 
to introduce sovereigns into circulation by instructing post offices, 
paper currency offices, district treasuries and railways to encourag'e 
receipts and payments in the form of gold coin. Many of the gold 
coins thus issued, however, were soon returned to the Government, 
who regarded this as a failure of the experiment to induce people 
to use sovereigns as the medium of exchange. The Government, 
however, seem to have admitted defeat too soon and too readily, and 
even among their own officials there were not wanting some who 
.saw no reason to be dissatisfied with the actual results of the 
experiment. Sir C. E. Dawkins remarked in the course of his 
Financial Statement for igoo-i : T believe that the rate at which 
gold is taken is likely to increase slowly, and that gold will pass 
gradually into general circulation in our seaports and large towns. 
JSio expectation was ever formed, nor is there any reason to de.sire, 
that gold would penetrate into the interior, or that the large mass of 
transactions in the country would ever be conducted except through 
the medium of silver and copper. Gold is behaving very much as 
we anticipated.’ Dr Caniiati also regards the alleged dislike for 
gold on the part of the Indian people as a myth. The allegation, 
he says, ‘is suspiciously like the old allegation that the Eng-lishman 
prefers gold coins to paper, which had no other foundation than the 
fact that the law prohibited the issue of notes for less than ;^5 in 
England and Wales* while in Scotland, Ireland, and almost all 
other English-speaking countries notes for or less were allowed 
and circulated freely. It seems much more likely that silver owes 
its position in India to the decision which the Company made before 
the system of standard gold and token silver was accidentally 
evolved in 1816 in England, and long before it was understood; 
and that the position has been maintained, not because Indians 
dislike gold, but because Europeans like it so well that they cannot 
bear to part with any of it’.'- . , 

The experiment was not only not persisted in sufficiently long, 
but the circumstances in which it was launched were also exception- 
ally unpropitlous, becau.se the famine conditions which prevailed 
intensified tlic demand for rupees. Sir Edward Law* the Finance 
Member, explained the phenomenon thus : ‘The great bulk of the 
population is purely agricultural. The agriculturist, in ordinary 
times, has little requirement for money in the shape of silver coin ; 


' Dr Cannan’s Foreword to Ambedkar, 7'Jie Problejii 0 ] the Rupee, p. 



INDIAN ECONOMICS 



he is himself tlic producer of a larfj-e proportion of the fond he 
consximes, and his otlicr wants which must be. satisfied by pur- 
chase are trifling'. In sea.sons of famine, however, the situation is 
changed. The food consumed by the suffering agriculturists must 
be purchased and paid for with coin, and, as (tredit dries up in 
times of distress, all his other requirements must equally be paid for 
in ca.sh. ’ R. G. Hawtrey, criticizing this view, remarks that Sir 
lidward Law’.s explanation of the intensified demand for rupees in 
i8r>9-iqoo ‘was no more than an ingenious conjecture’.^ .According 
to him the dcnuind occurred at a period of good trade. He admit.s. 
it as ti most striking fact that the period of rising exchange from 
1896 to 1900 was marked by two severe famines, one in 1896-7 
and the other in 1899-1900, and that this gave a certain plausibility 
to the theory put forward by Sir Edward Law. -All the same he 
reject.s tiie theory and argues that there may be moi'e cash transr 
actions in a time of famine than in a time of plenty, but that does- 
not mean that people will hold larger cash balances. 

(ii) Issue of notes and rupees . — However that may be, the 
Government felt themselves forced to resume coinage on a large 
scale in 1900. The silver required for this purpose was purchased 
with the gold In the Paper Currency Re.serve in London. AVe have 
already referred before t<5 Act II of i8y8 by which the receijits from' 
the sales of the Secretary of State’s Council Bills were set apart in 
the Paper Currency Chest, and notes were issued in India against 
them. This was intended to be a purely temporary arrangement, 
and the Act provided that the giffd so set apart was to be held by 
the Secretary of State in London, ‘until he shall transmit the same- 
in gold coin or gold bullion to India, or until the Government of 
India shall appropriate and set apart in India as a part of the 
Currency Reserve an amount of coin of the Government of India 
equal in value to such 'notes’. This Act tyas extended in the first 
instance to two and a half years, and agmin by two years more 
in .1900, when the Secretary of State was authorized to use the 
gold .so received by him for the purchase of silver bullion to be 
sent to India to be coined into rupees, and to treat such bullion in 
transit and in process of coinage as part of the Paper Currency 
Reserve. The Reserve in London was thus made to serve three 
dl-stinct purposes, (a) It provided funds in London for the purchase 
of silver for coinage whenever necessary, (b) It could be used to 
support the Indian exchange, whenever India had an unfavourable 
balance of trade and . it vyas impossible or disadvantageous to sell 
Council Bills. The Secretary of State would, in these ch-cumstances, 


R. G. Hawrtrey, Currency and Credit, pp. 345-7. 
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use the gold in the Paper Currency Reserve to meet his expenses 
and an equivalent amount would be transferred to the Paper Currency 
Reserve in India, (c) And lastly, it was a fund into which pay- 
ments might be made by the Secretary of State whenever he sold 
Council Bills in excess f)f his refjuirements in order to prevent; 
exchange from rising unduly high‘ and inducing an undesirable 
shipment of gold to India. Against these jtaymcnts notes would be 
issued in India. 

In 1902 these pi'ovisions v\'erc made permanent. In 1905, 
million.s, that had aceumulated in the Reserve in India, were shipped 
to London to be held in the Paper Currency Chest of car-marked 
gold (not to be used for ordinary expenses) at the Bank of England, 
and a stated part of the Currency Reserve was invested in sterling 
securities. Since 1906 a substantial part of the Paper Currency 
Reserve came to be maintained in the form of gold. 

' §ig. The Gold Standard Reserve. — In the year igoo, the Gov- 
ernment of India proposed the constitution of a Gold Reserv’c to 
be kept in India as desired by the Fowler Committee. They pro- 
posed further that the Paper Currency Reserve should gradually 
revert to its original position -and should be used only for the encash- 
ment of currency notes and further that it should consist 
principally of rupees and securities. The Gold Re.scrve, on the other 
hand, .should consist chiefly of gold. The Secretary of State, how- 
ever, decided against this. He preferred to have the gold located 
in London and invested in sterling securities. He held that, since 
London was the place in which the Reserve would have to be 
applied on the occasion of the emergency against which it was being 
created, London would be the best place in which to keep it. In 
this manner, instead of being used primarily as a gold redemption 
fund and for the maintenance of the exchange parity of the rupee, 
the Gold Reserve came to be regarded merel3’’ as part of the total 
surplus Government funds and as a kind of ‘secondary reserve’. 
The work of maintaining the parity of the rupee fell chiefly on the 
Paper Currency Reserve and the sale of Council Bills in London^ 
‘with the result that the three funds, namely, the Paper Currency 
Reserve, the Gold Reserve, and the Secretary of State’s balances, 
soon found their functions confused, the properly fiscal function of 
the last fund and the properly monetary function of the other two 
being sadly mixed’. 

According to the plan insisted upon by the Secretary of State,® 
the profits from the coinage of rupees were remitted to London for 

> See §20. 

- The aqcount that follows is based mainly on the Chamberlain Commission 

Refart. : - v,-': 
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investment, and this was effected by gold being withdrawn from the 
Fapcir Currency Reserve in London in exchange for tlie fresh rupees 
coined in India. In 1906 the difficulty in meeting the demand for 
rupees led to the formation in India of a .special Rupee Reserve 
out.side tile P.aper Currency Reserve, called the Silver Branch of the 
Gold Standard Reserve.' The Rupee Reserve was intended to pre- 
vent the exchange from rising above i.s'. 4<L, which necessitated the 
keeping open of an unlimited offer of rupees in exchange for sove- 
reigns at this rate in India. The Notification of 1893 which had 
authorized the issue of rupees or notes against the tender of gold 
a.s distinguished from the British gold coin was withdrawn. In the 
meanwhile, the practice of shipping to London gold accumulated 
in the various reserves in India was found to be needlessly expen- 
sive, and, therefore, the practice of selling Council Drafts was 
extended beyond its original purpose after the year 1904, when the 
Secretary of State announced his intention of offering Council Bills 
for sale without limit of amount at the price of i.s'. 4^1!. If the cash 
balances in India were inadequate for this purpose, the demand was 
to be met by withdrawing rupees from the Paper Currency Reserve 
in India, an equivalent amount of gold being credited to the Paper 
Currency Chest in London. The price of 1.5. 4^d. not being found 
prohibitive at all times of the export of sovereigns to India, which 
accumulated with the Indian Government, it was decided to offer 
Telegraphic Transfers against sovereigns in transit from Egypt and 
Australia to India, the rate for tlie Transfers being between is. 4/!. 
and IS. 4 1/321!. (that is, lower than that for the Council Bills), “ so 
as to make it worth the while of the owner of such sovereigns to 
divert them from India to London. 

In June 1907, the Mackay Committee on Indian Railway Finance 
recommended that one million sovereigns out of the profits on the 
coinage of rupees in 1907 should be .spent on railways. The Secre- 
tary of Stale went beyond the Committee and decided to spend on 
railways, in the future one-half of any profits on the coinage of 
rupees, until the Gold Standard Reserve reached £20 millions, 
apparently contemplating the diver.sion of the whole of the profits to 
the railways after the maximum had been reached. The Govern- 
ment of India telegraphed to the Secretary of State that the portion 
of the Gold Standard Reserve in the form of sterling securities 
should be allowed to accumulate up to ;/)2o millions before any .such 
diversion was effected. The Secretary of State, disapproving, 
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adhered to his decision, which, however, he had to reverse completely 
in igog, owing to the exchange crisis of 1907-8. 

§20. llie crisis of 1907 - 8 . — On account of a partial failure of 
crops in some parts and the outbreak of actual famine in others, 
Indian exports declined. In Europe also, after a period of 
prosperity, which reached its culmination in 1907, a decline set 
in, leading to unemployment and slack business. The purchasing 
capacity of Europe was thus impaired and the situation was aggra- 
vated by the g-eneral monetary stringency caused by a iinancial 
crisis in New York. While Indian exports of jute, wheat, cotton 
etc., fell off, the imports rose, at least in the case of one commodity, 
namely silver, owing to a heavy fall in its price. All these factors 
contributed to the weakening of the Indian exchange. The stock 
of sovereigns began to diminish rapidly, and the Exchange Banks 
urged the sale of Telegraphic Transfers on London. This was 
refused by the Government, who, however, gave gold on certain 
conditions (not more than ;,^io,ooo to any one individual on any 
one day) from the Paper Currency Reserve. The situation growing 
worse, the Secretary of State advised the Government to offer 
Telegraphic Transfers or Reverse Councils on London at the rate 
of IS. 3 29/ 32d, per rupee, and himself released gold from the Paper 
Currency Reserve in London, against a transfer of rupees to it 
from the treasuries in India. He had also to float a sterling loan 
of millions to keep up his finances, as ho Council Bills could 
then be sold. He met the demand for the encashment of the 
Reverse Councils by selling the sterling securities in the Gold 
Standard Reserve in the market, even although they had depreciated 
in value. These measures brought about an improvement, and next 
year exchange was steady at i.s-. 4(/., the revival of the export trade 
from India coming to the rescue. 

§21. Gold Standard or Gold Exchange Standard? — In meeting 
the crisis the Government had taken certain steps in a somewhat 
subconscious and tentative manner in the direction of the Gold 
Exchange Standard. Gold was at first given freely in exchange 
for rupees for internal use, whereas there was considerable reluctance 
displayed in providing gold for private export abroad. This shotved 
that the Government had not yet clearly thought out and dcfinltely 
adopted the Gold Exchange Standard system. But the subsequent 
sale of Reverse Councils established a precedent, which brought 
the Indian currency system appreciably nearer the Lindsay Plan. 
The practice of paying out rupees and notes in India against deposits 
of gold in the Paper Currency Reserve in London had already been 
in vogue for some time, and in 1904 the Secretary of State had 
declared hi.s willingness to keep the tap turned on indefinitely and 
11-21 
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sell the Council Bills to an unlimited amount at a fixed rate. In 
igo7-8 the sale of Reverse Councils, providing- for the conversion 
of rupees into sterling- for international purposes, may be said 
to have put the coping-stone to the edifice of the Gold Exchange 
Standard. 

All the same, however, the Government of India had not yet 
formally acct;pted the whole gospel of the Gold Exchange Standard,- 
and for some time after the crisis of 1907-8, we find them occupical 
in putting forward proposals which diverged in iiujjortant 
particulars from the Gold Exchange Standard system as it came to 
be established eventually. For example, they had not yet recon- 
ciled themselves completely to the location of the Gold Reserve in 
London and had not quite made up their mind about preventing 
the circulation of gold as a currency medium in India. 

The steps taken in order to meet the crisis had resulted in a 
serious depletion of the Government’s gold resources. In Londoft, 
the sovereigns in the Currency Chest were reduced from ;£'j millions 
to millions, while in India the whole stock of gold was 

exhausted.^ The Government were thus impressed -with the necessity 
of enlarging the Gold Reserve so as to enable them I0 meet such 
crises with greater equanimity in the future. In 1909, they proposed 
tO: the Secretary of State tliat millions should be regarded as 
the minimum neces.sary for safety, and that, until this figure was 
reached, no portion of it should be diverted for capital expenditure 
on railways. They also, recommended that the Gold Standard 
Reserve should be maintained in a more liquid form. 

The Secretary of State replied that -£2^ millions both in the 
Gold Standard Reserve and the Paper Currency Reserve together 
would, in his judgement, be the proper standard, and that so long 
as this combined total was not reached, no diversions would be made 
from the Gold Standard Reserve, and that the question might be 
reconsidered thereafter. 

He did not wholly agree to the other proposal about maintaining 
the Reserve in a liquid form, but decided to keep million of 
the Gold Standard Reserve liquid by allowing this amount to 
be lent foi- short periods on approved securities to approved 
borrowers in London, and to invest the rest in high-class securities 
with a near date . of redemption, or in Consols and other approved 
stock. ’■ 

In 1912, in deference to the wishes of fhe Government of India 
and in view of public criticism in India, the Secretary of State 
decided that £25 millions should be the standard for the Gold 

" See H. F, Ho-ward, IndM and fhe Cold Standard, p. 35. 
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Standard Reserve, and that millions in gold shoidd be cannark-ed 
as deposit in the Btink of England.’ 

In taking the varioius steps described above, the Government liad 
almost in .spite of themselves steadily deviated from the straight and 
narrow patli of the gold standard recommended by the Fowler 
Coinniittce, and by a succession of opportunist measures were 
finally led into the. scheme propounded by Lindsay. The svstem 
as it developed had not been thought of in 1893 and was opposed 
by both the Government and the Fowler Committee in iSgg, nor Is 
it possible to point to any single dale at which it may be said to 
have been deliberately adopted. 

Proposals for gold coinage and a gold mint were revived at the 
instance of Sir Vithaldas Thackersey, who moved a resolution to 
that effect in 1912 in the Imperial Legislative Council. Negotiations 
in this connexion lasted for about a year, when it wa.s decided to 
’refer this question along^ with othecs to a Currency Commission 
which was contemplated. 

§22. The mechanism of the Gold Exchange Standard.~Mr J. 
M. Keynes, one of the ablest exponents of the system, the evolu- 
tion of which has been traced above, and which remained in full 
operation from 1898-9 to 1915-16, summarizes and explains its main 
features as follows: ‘(i) The rupee is unlimited legal tender and, 
so far as the law provides, inconvertible. (2) The sovereign is 
unlimited legal tender at to 15 rupees and is convertible at this 
rate, so long as the Notification issued in 1S93 is not withdrawn, 
i.e. the Government can be required to give 15 rupees in exchange 
for ^ 1 . (3) As a matter of administrative practice, the Govern- 

ment are, as a rule, willing to give sovereigns for rupees at this 
rate; but the practice is sometimes suspended and large quantities 
of gold cannot always be obtained in India by tendering rupees. 
(4) As a matter of administrative practice, the Government will 
sell in Calcutta, in return for rupees tendered there, bills payable 
in London at a rate not more unfavourable than i.f. 3 29/3211. per 
rupee. 

‘The fourth of these provisions is the vital one for supporting the 
sterling value of the rupee; and although the Government have 
given no binding undertaking to maintain it, a failure to do so 
might fairly be held to involve an Utter breakdown of their system. 

‘Thus the second provision prevents the sterling value of the 
rupee from rising above is, 4cL by more than ,the cost of remitting 
sovereigns to India, and the fourth provision prevents it from falling 
below IS. 3 29/32^. This means in practice that, the extreme limits 


^ .See Findlay Shi rras, op. cit., p. 215. 
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of -varialion of the sterling' value of the rupee are is. 4-JcL and 
i.s, 3 29/32^.’* 

It has been claimed for the Gold Exchange Standard that, while 
it is much clieaper than a gold standard and a gold currency, it 
ensures all the advantages of the latter. In India it is obvious that 
the principal object of the system was the maintenance of the rupee 
at par with gold. When exchange showed .signs of weakness, 
the Government were expected to come out as seller.s of sterling 
(Reverse Councils), and when the rupee was tending to appreciate, 
to come out as sellers of tlie local currency (Council Bills). And 
the effectiveness of such Government interference depended upon 
the adequacy of the gold and rupee reserves. 

§23. Council Drafts system. — ^The .system of Reverse Councils 
and Council Bills was an important part of the Gold Exchange 
Standard system during the pre-War period. . But the Government 
had never bound themselves by law to sell Reverse Councils or ' 
sterling bills, and, moreover, occasions for selling them have been 
comparatively rare. Bdt, as we have already seen, the system of 
Council Drafts (Council Bills and Telegraphic Transfer.s) was the 
fly-wheel of the machinery for the management of Indian currency, 
exchange, and finance. 

The practice of drawing funds from India by the sale of bills 
of exchange on India dated from the time of the East India Com- 
pany.® Up to 1893, however, the sale of Council Drafts® was, as 
a rule, limited by the actual requirements of the Secretary of State 
for meeting the Home Charges. The system enabled the Secretary 
of State to obtain funds at as favourable a rate as possible. It was 
also convenient to trade as providing a ready means of settling a 
large part of debts due to India from foreigners on account of 
India’s surplus of exports over imports. In fact it was the existence 
of this surplus in normal times which made the system of Council 
drafts possible and profitable. 

For some years after 1893, a negative use, so to say, was made 
of the system for forcing up the exchange value of the rupee by a 
temporary cessation of the sale of Council Drafts. This had the 

4 Op. cit., pp. 6-y. Elsi'where. (p. 20), Mr Keynes describes t:lie f3s.sent:i[ils of 
the Gold Exchange Standard as ‘the use of a. local currency mainly not of gold, 
some degree of unwillingness to supply gold locally in exchange for the local 
currency, hut a high degree of willingness to sell foreign exchange for payment 
in local currency at . a certain, maximum rate: and to use foreign credits in 
order to do this’. ' 

: ’ The following, account is slightly abridged from the ChamherlaUi Com 
mission Report, pats. I'lfoS. ■ 

” 'Council Drafts’ is , a, generic term includitig Council Bills and Telegraphic 
^Transfers. ' ■ r 



effect: of making- the rupee less freely available and tended to raise 
its price in terms of sterling-. 

We have already seen how, in 1S98, after the rupee had at last 
risen to i.<f. ^cL, Act II of 1898 authorized the sale of Council Dra;fts 
against gold set aside at the Bank of England as part of the. Indian 
Paper Currency Reserve, and notes of corresponding value were 
issued in India, to meet the Council Drafts. The object was not 
merely to dra-w funds from India to meet the Home Charges, but 
quickly to expand the currency in times of monetary stringency in 
India, as an alternative to the shipment of sovereigns to India on 
private account, when the Government of India had no surplus 
treasury balances with which to meet Council Drafts. 

A further step was taken when gold accumulated in London, and, 
representing the proceeds of the sale, of Council Drafts against the 
issue of notes in India, was regarded as available for the purchase 
of silver for coinage in India. Since 1904, as already seen, an offer 
to sell Council Bills was kept standing. A similar train of events 
resulted in the issue by the Secretary of State, as occasion required, 
of notifications offering to sell Council Drafts against sovereigns in 
transit from Australia or Egypt to India, the motive being to avoid 
the expense and the waste involved in the shipment of sovereigns 
first to India and then to London for the purchase of silver, sove- 
reigns beyond a particular limit not being required in India. 

In 1909 and 1910, Council Drafts were freely sold to obtain 
gold in London in place of the large quantities of rupees, w’hich 
had accumulated in the Gold Standard Reserve in India through 
the sale of Reverse Councils in London during the crisis. The effect 
of this was to bring the Gold Standard Reserve Fund back to 
London. 

Profits on the mintage of rupees, which necessarily first took 
the form of rupees, -were converted into sterling in London, the 
rupees which represented the profits being issued in India to meet 
the Council Drafts .sold in London. 

The considerations affecting Council Drafts thus came to be very 
much wider than the mere question of putting the Secretary of 
State in funds for paying the Home Charges. To this purpose was 
added that of securing the convenience of trade and that of so 
manipulating the disposition and location of the resources of the 
Government as to give the fullest effect to Government policy in 
matters of currency, exchange and finance. 

Before concluding this account a description. may be given of 
the procedure adopted in selling the Council Drafts. 

^ Now replaced by the system of Government purchase of sterling which 
, is,- discussed -in .the .next .chapter. .. ." , r'--;.' VC; . 
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WJicncvcr there was a demand for remittance to India and money 
was wanted for any purpose by the ■ Secretary of Slate, on each 
Wednesday an announcement was made as to the total amount for 
which the Council Bills and Telegraphic Transfers' (for which the 
rate was ordinarily higher by i/32d. per rupee than that for the bills) 
were to be sold the next Wednesday. Tenders were invited from 
intending purcliasers and allotment made to the highest liiddcr, sub- 
ject to a minimum price. On intermediate days, Intermediate or 
Special Bills were made available at a .somewhat higher rate, the 
exact rate and the maximum amount of such ‘Intermediates’ being 
iixetl for the week each Wednesday. 

The arrangements made each Wednesday were laid before the 
next meeting of the Finance Committee of the India Council and 
subsequently before the Council itself for approval. 

§24. Government resources and the claims on them. — The 
Chamberlain Commission (whose recommendations have been noticed 
in the next section) have well described the nature of the resources 
available to the Government and the principles governing their use 
as follow's: ‘The first principle to be borne in mind in any con- 
sideration of the Indian finance and currency system is that the 
balances of the Government of India, and of the India Office in 
London, and the portions of the Gold Standard and Paper Currency 
Reserves located respectively in India and in London, all represent 
in the last analysis one single fund. The titles attached to the 
constituent portions of this fund indicate to some extent the nature 
of the needs and liability for which the fund as a whole is required 
to provide. The name attached to each portion indicates the pri- 
mary function of that portion ; but neither iu theory nor in practice 
have the separate portions of the fund been entirely reserved for 
the objects indicated by their separate names. 

‘The needs and liabilities for which these resources were re- 
quired to provide may be summarized under the following 
five heads: 

‘ (1) A working balance in India for (a) the current expenditure 
on revenue and capital account of the Imperial and Provincial 
Governments throughout India; {h) the expenditure of local boards 
and municipalities for which the Central Government act as 
bankers; (c) the Government .savings banks ; and (d) miscellaneous 
funds and services, such as funds in Court. 

‘ (ii) A working balance in the United Kingdom for the I-Iomc 
Charges of the Government of India on revenue and capital account, 
including the capital outlay of most of the Indian railway system. 

, ■ (iii) A reserve fund for the maintenance at par of the exchange 

value of the rupee with the .sovereign. 
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' (iv) A rund for securing the convertibility of the notes of the 
Government of India. 

(v) Ihe provision in India of fresh supplies of coined rupees and 
of sovereigns ... at the official ratio. In addition, the system . . . 
is used to provide facilities for remittance to India by mean.s of 
Council Bills and Teleg-raphic Transfers of such suriis as mav be 
required to meet the balance of trade in India’s favour. This use 
of Indian balances is limited only by the amount of resource.s avail- 
able in India to meet the sales, subject, however, to the notification 
that Bills will be .sold indefinitely at i^. 4|d. per rupee.” 

§35. The Chamberlain Conimis.sion.- — In view of the persi.stent 
and severe criticism of the Government’s currency and exchange 
policy, a Commission was appointed in April 1913 with Mr (now Sir) 
Austen Chamberlain as its Chairman, and it reported in Februarv 
1914. Its conclusions and recommendations were as follows: 

(1) The establishment of the exchange value of the rupee on a 
stable ba.sis was a matter of the first importance to India, (ii) The 
measures adopted for the maintenance of the exchange value of the 
rupee had been necessarily and rightly rather supplementary to, 
than in all respects directly in pursuance of, the recommendations 
6£ the Committee of 1898. (iii) The crisis of 1907-8 was the only 
occasion upon which they had been severely tested, and they' were 
found to work satisfactorily then. Owing to lack of experience in 
working the machinery and the absence of any plans fully worked 
out in advance for dealing with such a crisis, the Government did 
at first make mistakes. For example, the India Office seemed to 
believe that the sole, or at least the main, purpose of the Gold 
Standard Reserve was to meet the requirements of the Secretary of 
State in London, when Council Bills could not be .sold, while the 
Government of India made the mistake of refusing to give gold 
from the Paper Currency Reserve for export, though allowing their 
gold to be drained away for internal use. Both the authorities 
failed to realize that the principal use of a gold reserve is that it 
should be freely available for foreign remittances whenever the 
exchange falls below specie point. These mistakes, however, were 
very quickly rectified in practice, and the steps taken to restore and 
maintain exchange proved adequate, (iv) The history of the previous 
fifteen years showed that a gold currency in active circulation was 
not an essential condition of the gold standard, which had been 
firmly secured without this condition, (v) It would not be to India’s 
advantage to encourage an increased use of gold in the internal 

^ ScG Chamberlain Commission Report, .pars. 9-10. The account in the 
jRe^iort relates to the .arrangemehts '.as. .th^ .existedi.befofft 'the War. . 



circulation, (vi) The people of India neither desired nor needed any 
considerable amount of gold for circulation as currency, and the 
currency most ; generally suitable for the internal necd.s of India 
consisted of rupees and notes, (vii) A mint for the. coinage of gold 
was not needed for purposes of currency or exchange, but if Indian 
sentiment genuinely demanded it, and the Government of India were 
prepared to incur the expense, there was no objection in principle to 
its establishment either from the Indian or the Imperial standpoint, 
provided that the coin minted was the sovereign (or the half- 
sovereign) ; it W'as pre-eminently a question in which Indian senti- 
ment should prevail, (viii) If a mint for the coinage of gold was not 
established, refined gold should be received at the Bombay mint in 
exchange for currency, (ix) The Government should aim at giving 
the people the form of curi'ency which they demand, whether rupees, 
notes or gold, but the use of notes should be encouraged, (x) This 
internal currency should be supported for exchange purposes by a 
thoroughly adequate reserve of gold and sterling, (xi) No limit 
should be fixed to the amount up to which the Gold Standard 
Reserve was to be accumulated. Reliance ought to be placed on 
the Paper Currency' Reserve for the support of exchange only in so 
far and so long as the Gold Standard Reserve wms not adequate to 
support the burden by itself, (xii) The profits on the coinage of 
rupees should, for some time at least, continue to be credited exclu- 
sively to the Reserve, (xiii) A much larger proportion of the Reserve 
should be held in actual gold. By an exchange of assets between 
this Reserve and the Paper Currency Reserve, a total of about £io 
millions in gold could at once be secured. This total should be 
raised, as opportunity offered, to ;£r5 millions, and thereafter the 
authorities should aim at keeping one-half of the total Reserve in 
actual gold. While it was unnecessary and wasteful to hold the 
whole of the Gold Reserve in gold, the loss from enforced realiza- 
tion of securities in a time of crisis should be guarded against by 
maintaining a suflTicient amount in liquid form, (xiv) The Indian 
branch of the Gold Standard Reserve should be abolished as it had 
given rise to much criticism, and was re.sponsible for much confusion 
and doubt as to the efficiency of the Reserve, (xv) The proper 
place for the location of the whole of the Gold Standard Reserve 
was London, (xvl) The Government should definitely undertake to 
sell bills in India on London at the rate of is. 3 2g/32d. per rupee 
whenever called upon to do so.' 

The Commission thus gave its most unstinted approval to the 
nondescript currency system, which had been evolved more or less 
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fortuitously. The Government had not always felt very comfortable 
under it, and responsible officials still spoke occasionally as it they 
regarded the Gold Exchange Standard, under which India found 
itself, as merely a wayside inn, the real destination being a g'old 
standard with its usual accompaniment of a gold cun'encj'.^ 

In 1912, the Government of India, in sympathetic response tO' 
the agitation in the country in favour of a gold mint in Bombay 
which culminated in Sir Vithaldas’s resolution referred to above, 
addressed the Secretary of State on the subject urging him not to 
turn a deaf ear to the popular demand for a gold coinage. The 
Chamberlain Commission, however, attempted to give a new turn 
altogether to the. Government’s thoughts. They practically assured 
them that, without knowing it, they had put India into the forefront 
of nations in currency matters by adopting the Gold Exchange 
Standard .system. 

Before the Government had had enough time to consider and 
give effect to the various recommendations of the Chamberlain 
Commission, the War intervened and created an altogether novel 
set of conditions and raised new problems which we now proceed 
to discuss. 

Effects of the War on the Indian Currency^ 

§26. The first period (August 1914 to autumn 1915 ).— The 
effects may be considered under two main periods : (i) The 
first period extends from the outbreak of the War in August 1914 
to autumn 1915, This was a period of dislocation involving a 
general weakening of the currency and exchange position. 

(ii) The second period falls between autumn 1915 and the end of 
1919. This may be considered as a period of revival and was 
characterized by great vigour in production. It witnessed a very 
large rise in the exchange and an unprecedented rise in the gold 


^ Sir Jame.s Meston, speaking in tlie budget debate of 1910, used the follow- 
ing words: ‘We Imve linked India with the gold countries of the world. We 
have reached a gold exchange standard, which we are steadily developing and 
improving. The next and final step is a true gold currency. That, I have 
every hope, will come in time, but we cannot force it. The backwardness, 
of our hanking arrangements, the habits and suspicions of the people, the 
infancy of co-operation— all stand in the way. But the final .step will come 
when the country is ripe for it. I trust that it will not long be delayed! for 
when it comes, it will obliterate all the mistakes, all . the inconveniences, alt 
the artifloialitles, of our present position/ ; . ^ . y 

“ This account is largely based upon the of the Balington Smith 

Committee, -10120. ' • . ' _ . 



price of silver, which was particularly pronounced towards the end 
of the period. 

The outbreak of the War dealt a rude shock to public con- 
fidence and caused a general dislocation of trade and l:jusiness. Ihe 
principal .symptoms of this were a w^eakening of the exchange, 
withdrawals of .Savings Bank deposits, a demand for the encash- 
ment of notes, and a run on the Indian gold stocks. 

Tlie Government met the situation by prompt measures which 
helped the early restoration of confidence. The weakening of ex- 
change -was met by offering Reverse Councils, which were sold to the 
extent of about £8 millions up to February 1915, when the demand 
for Council Bills revived, and apart from short spells of weakness, 
Indian exchang-e remained strong throughout the second period, 
there being a very large demand for Council Bills, the wdiole of 
wdiich could not be met. 

A large amount — Rs. 6 crores out of a total of Rs. 24-J crores — 
was withdrawn from the Savings Bank deposits in the first two 
months of the War. The net withdiTwals amounted to Rs. 8 crores, 
till the tide turned in 1915-16. The demands were freely met, and 
this proved useful in restoring confidence and attracting back the 
deposits, which again rose to Rs. 18 crores by the end of 1918-19 
(i.e. Rs. 6J crores less than the original amount). 

The demand for the encashment of notes was also freely met, 
notes of the value of Rs. 10 crores being returned to the Treasuries 
iip to March 1915. But from that time onwards there was a 
steady increase in the note circulation. 

Lastly, there was a run on the Indian gold stock, which took the 
form of a keen demand for gold in exchange for notes. Precautions 
against the internal use of the gold so acquired proving useless, the 
issue of gold to private persons tvas altogether stopped, and notes 
were paid after that in silver coin only. 

All these embarrassing symptoms disappeared by the end of the 
first period. The Government on the whole may be said to have faced 
the situation boldly and successfully. Public confidence was restored 
by the assurance given to the banking and commercial community 
of adequate and continuous facilities for remittance abroad and by 
the readiness with wliich the Government encashed currency notes 
as they were presented. , . , - 

§27. The second period (autumn 1915 to the end of 1919 ). — 
After the first shock of the War had passed away, the currency 
mechanisnv worked smoothly for some time, and it was not till the 
end of 1916 that acute complications arose. There was a rapid rise 
in the price of silver and an increasing difficulty of obtaining it to 
meet the heavy demands for silver coins in India. 
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In the first place there was a lieav)' excess of exports over im- 
ports, and ttic balance of trade, which was at the outset of the War 
iunlavourable to India, became now embarrassingly favournblc. 
Although the export trade had at first suffered on account of the 
War, it made a steady recovery, thanks to the insistent demand for 
Imlia’s exports on the part of the Allies for the prosecution of the 
W/ ar. 1 he import trade, on the other hand, suffered more, as we 
have alrctidy seen.’ The result was that there remained a large 
■excess of exports over imports to be liquidated. 

To make the situation still more difficult, the Government of 
India had to incur heavy (recoverable) expenditure on behalf of 
Ilis Majesty’s Government. From 1914 to December 1919, ^^240 
millions had to be so spent on military equipment in the eastern 
theatres of the War and to meet civil expenditure in occupied terri- 
tory. In addition to this, arrangements had to be made for the 
financing of purchases in India, on behalf of some of the Dominions 
and Colonies and also for the African importers of Indian produce. 

The combined effect of these factors was to create a heavy 
■demand for Indian currency. The decrease in the imports of pre- 
cious metals on account of the restrictions placed on their export by 
foreign Governments further added to the ticklishness of the situa- 
tion. As the pre-War methods of liquidating tlie favourable balance 
•were not available, the Government had to provide some sort of a 
substitute to prevent the paralysis of the export trade so vitally 
necessary for the successful prosecution of the War, They had, 
therefore, to sell Council Bills in London on a very large scale by 
way of providing means of remittance to pay for Indian exports. 
To meet these Bills it became necessary to undertake extensive 
coinage of rupees. This was a task which presented almost in- 
superable difficulties as various circumstances conspired to send up 
the price of silver to undreamt-of heights. 

§28. Rise in the price of silver.— -The principal factor which 
■dominated the currency situation was the extraordinary rise in the 
price of silver. There was a great shortage of the .supply of the 
•white metal as compared with its pre-War level of production, owing 
to Internal disturbances in Mexico, and a great increase in its cost 
of production. On the other hand, there was an unusually keen 
world demand for the metal mainly for currency, on account of the 
shortage of gold and the almost universal anxiety on the part of 
belligerent and neutral governments to conserve their supplies of 
it. The heaviest demand came from India and China. IVe have 
already seen that the burden of liquidating the favourable balance 
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of trade and finding purchasing power for the expenditure on behalf 
of the British War Office was mainly thrown on the Government of 
India and took the form of large demands for the local currency, 
especially for rupees. The demand was further accentuated by the 
melting of rupees (notwithstanding its prohibition by law), when 
the intrinsic value of the coin exceeded its face value in the course 
of the great rise in tlie price of silver. Another factor which 
operated in the same direction was the influence of the dollar- 
sterling or the New York-London exchange. When it showed a 
tendency to move against England, it was ‘pegged’ or fixed by the 
action taken by both the Governments at $4‘76 : £i.’ It was 
essential to do this in order to maintain smooth trading relations 
between the two Allies in the Great War. The movement of the 
dollar exchange against England was caused by England’s excess 
of debits over credits in relation to America, and, secondly, by the 
practical suspension of the gold standard in England and the infla- 
tionary character of a virtually inconvertible paper currency with 
ivhich the country was flooded. As a re.sult of this a distinction be- 
tween gold and the pound sterling came to be established, the pound 
sterling being depreciated in terms of the American gold dollar 
which was on an effective gold basis. When in March 1919 the 
sterling-dollar exchange was decontrolled, it made a further move 
against England, in response to economic forces which were now 
left unfettered, reaching eventually as low a limit as $3'4o: 
sterling. 

Now the chief payment for silver purchased for India by the 
Secretary of State had to be made to America in terms of dollars, 
and the progressive depreciation of sterling raised the London 
sterling price and was bound to raise the rupee price of silver also, 
unless the rupee was given a correspondingly higher sterling value. 

Having explained the causes of the rise of silver, let us now 
follow its meteoric flight. In 1915 the highest price of silver was 
27 pence per ounce. In 1916, a maximum of 37 pence was reached. 
In August 1917, it exceeded 43 pence per ounce (which is the 
bullion par of the rupee, i.e. the price at which the exchange value 
of the rupee at is. ^d. is equivalent to its bullion or intrinsic value). 
In September 1917 the price rose to 55 pence. The United States, 
Great Britain and Canada, however, came to the rescue, all of them; 
instituting a control over the trade in silver and prohibiting its export 
except under a license and later on except at a .specified price. 
These measures resulted in the price of silver being kept within the 
limits of 41 and 49 pence per . ounce. But in May 1919, the United' 

’ The pre-War parity of tfiis exchange .was 84’S6 : £i. 


CURRENCY AND EXCHANGE, 


333 


States and the United Kingfdom withdrew this control and a furtlier 
rise, in the price of silver occurred. In the same month it readied 
58 pence per ounce, after which it continued its upward career 
throughout the year, reaching the level of 78 pence in December. 
The highest point was attained in February 1920, when the London 
quotation rose to 89 pence per ounce. 

§29. Measures taken by the Government.— (i) Governmant con- 
J.yol of exchange - — After the countiy had lived down the first shock 
of the War, the demand for Council Bills revived with the revival 
of the export trade. It was fairly normal till October 1916, after 
which it rapidly increased owing to the rising favourable balance 
which, we saw, could not be liquidated by the normal metliod of 
free imports of specie. This resulted in the depletion of the rupee 
reserves in India, endangering the convertibility of the notes. In 
December 1916, therefore, restrictions were imposed on the sale of 
Council Bills, and the sale of Intermediate Councils was stopped, 
with the result that there was a diverg-ence between the market rate 
of exchange and the Government rate. This was detrimental to 
the export trade, which it was essential to maintain uninterrupted 
for the successful conduct of the War. Therefore, certain measures 
of control were instituted by the Government, exchange being fixed 
at 1.9. ^id. in January 1917. The sale of Council Bills was confined 
to some selected banks and firms, and these were required to do 
business with third parties at the prescribed rates, applying their 
resources mainly to certain selected articles of export of importance 
to the Allies. With the co-operation of the banks assisted by these 
control measures, further fluctuations in the exchange were prevent- 
ed for some time. 

(11) Railing of exchange rate . — ^Very soon, however, it was 
found that these measures were not of substantial use in maintain- 
ing exchange stability owing to the remarkable rise in the price of 
silver on which we have dwelt above. The Government could not 
go on selling rupees to the public at i6 pence when the cost of 
manufacturing a rupee became 18 pence, 20 pence and so on, with 
the successive rises in the price of silver. The Government did not 
entertain the suggestion made by some people in India that this 
loss should be debited to the Gold Standard Reserve, since it was 
meant for the very purpose of maintaining exchange stability. 
They denied that the Reserve was intended for such use and 
determined to shift this loss on to those who vvanted rupees from 
.'■them., ; 

In pursuance of this policy, exchange was raised to xs. $d. in 
August 1917, and shortly afterwards the Secretary of State an- 
nounced his intention to base the rates of exchange on the sterling' 
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price of silver, raising- them as the latter rose.’ The result is shown 
in the following- figures. 


Changes in ijie Hates of Exchanira 


Date 

Exchange in 
Sterling 

Date 

Exchange in 
Sterling 

3 January 1917 

IS. .lid. 

la August igig 

IS. lod, ; 

28 August 1917 

IS. sd. 

15 September igig 

as. od. . 

12 April 191S 

IS. 6d. 

aa November igig ... j 

2S. 2d. 

13 May 1919 ...j 

IS. Sd. 

12 December 1919 ... j 

as. 4d. 


The market rate and, later on, the rates for the sale of the 
Reverse Councils, when these were sold from February 1920 on- 
wards, were in the period from January to March 1920, 2s. 6d.t 
2S. 8cl., 2S. locl. and 2S. iid., the highest rate being reached in 
the early months of 1920. 

(iii) Purchase of silver. — Special measures had to be taken tO' 
increase the supply of currency, silver being purchased for the pur- 
pose from February igi6. To remove competition from private 
purchasers in India, the Government prohibited the import of silver 
on private account from .September 1917. In 1918, as the result of 
negotiations with the Government of the United States, the latter 
passed the Pittman Act wdiich authorized the sale of the silver in 
the reseiwe. The Government of India thus purchased 200 million- 
ounces of pure silver at ioi-| cents per ounce fine. 

{iv) Conservation and economy of silver. r— Further measures- 
were taken for the conservation and economy of silver. Currency 
legislation was passed in June 1917, prohibiting the melting and 
export of gold and silver coins. Notes of the denomination of i and 
2i rupees were issued in December 1917. In January 1918, for the 
first time, nickel coins of the denomination of 2 annas, 4 annas- 
and 8 annas were issued and made legal tender up to one rupee. 
From June 1917, the Government acquired gold imported on private 
account at a price based on the sterling exchange value of the rupee, 
irrespective of the premium on gold; Notes -w'ere issued against 

f ‘This announcement was equivalent to declaring the restoration of the 
silver standard in India like the qne. that, was in. existence .before 1873. From- 
1873 to 1893, the measure of value in India was fluctuating with changes in 
the gold [irices of silver. The gold price of 165 grains of silver at any 
nioment was the measure , of value, for the exchange ' of ’ goods in India. The 
same was true now in view of the Conditions described above. . . . ’ — ^t^akit 
and Muranjan, Currency and Prices in India, p, na. 
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"old so accjuircd, and £;olfl mohurs and sovereigns were coined and 
issued as currency to supplement the silver currency. When the 
re.strictions on the export of gold from America were removed in 
June 1919 and the gold markets of South Africa and Australia, 
became free, more gold was imported into the country and acquired 
by the Government. To encourage its import, they raised the 
acquisition price so as to include the premium on gold as compared 
with sterling. Gold so obtained was sold to the public fortniglitly 
from August 1919 with the object of lowering the premium on it. 

(v) Inflation of paper currency . — Relief was also sought in an 
increase of the note issue without the usual metallic backing. 
Further, restrictions were, placed on its convertibility, such as sus- 
pension oil the extra-legal facilities for conversion. .Anotlier remedy 
resorted to was a limitation of daily issues of rupees to single 
tenderers of note.s. 

(vi) Financial measures . — ^The ordinary and the capital ex- 
penditure were kept as low as possible, and additional taxation was 
imposed to increase the Government’s purchasing power. Further, 
large rupee loans were floated in India bringing- in Rs. 130 crores 
in three years (1917, 1918 and 1919), a phenomenal figure as com- 
pared with the pre-War figures and expectations. Short-term 
Treasury Bills from three to twelve months were also issued in 
considerable quantities from October 1917. 

All these measures materially assisted the meeting of the heavy 
demands for remittances to India and the direct demands for 
currency there. - 

§30. The Babiugton Smith Committee. — ^The War had broken 
out while yet the recommendations of the Chamberlain Commission 
were under consideration, and, as we have just seen, the events of 
the War years had raised a crop of fresh problems and new diffi- 
culties. The Secretary of State, therefore, appointed, on 30 May 
igig, another expert committee under the presidency of Sir Henry 
Babington -Smith. 

§31. Importance of stability and means of attaining it. — As the 
Smith Committee remark: ‘For the current operations of trade, 
stability (of exchange) is an important facility rather than an essen- 
tial condition.’ But the evils of instability are intensified if the 
movement.s of exchange are brought about not by economic causes, 
but by administrative acts. The possibility of official intervention 
makes it difficult for the commercial community to provide against 
the risks of Huctuation. Stability of exchange, therefore, is 
particularly important in an unautomatic currency system like that 
of India. The Cojnrnittee considered at first certain proposals rvhich 
aimed at attaining stability at the old level of is. 4^. . 
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One of these proposals was to reduce the fineness or the weight 
of the rupee so as to fix the exchang-e value at the old level and 
still maintain the token character of the rupee, however high the 
price of silver might rise. This was turned down by the Committee 
on the ground that the credit of the Government tvmuld be impaired 
by such a step. Gresham’s law would come into operation, so that 
the old full-weight rupees would disappear from circulation, and 
on the whole the social and economic consequences would be 
undesirable. 

Another proposal was that a two-rupee or three-rupee silver coin 
of lower proportional silver content than the rupee should be issued 
with the intention that it should circulate side by side with the 
existing rupee, the coinage of which would be temporarily suspend- 
ed. The Committee rejected this proposal as being open to many 
of the objections to the fir.st proposal, and adduced as a further 
reason against it that these units would be too large for the bulk 
of retail transactions in India. For .similar reason.s they opposed 
the suggestion in favour of nickel rupees. 

Lastly, the proposal to introduce complete or partial inconverti- 
bility of the note issue so long as the price of silver continued high 
also failed to commend itself to them. They feared that it would 
impair the Government’s credit and destroy popular confidence, as 
the note-using habit was as yet too little established in India to 
render the introduction of such a measure possible without grave 
risks. ' 

§33. l^ecommendafions. — ^The question whether the exchange 
should be stabilized at the old level or somewhere near the new 
level which it had reached, was decided by the Committee in favour 
of the latter alternative, on the ground that it would shorten the 
period of uncertainty and prevent economic dislocation and social 
discontent (see §33). The following is a summary of the main 
recommendations of the Committee.^ 

(i) The rupee, unchanged in weight and fineness, should remain 
unlimited legal tender, (ii) It should have a fixed exchange value, 
which should be expressed in terras of gold at the rate of one 
rupee for 11.30016 grains of fine gold, i.e. one-tenth of the gold 
contents of the sovereign, (iii) That the sovereign previously rated 
by law at rupees fifteen should be made legal tender in India at 
the revised ratio of rupees ten to one .sovereign, (iv) The import 

' The swmmary has been, taken- from- Appendix 3 to the Report of the. HUton- 
Youii/i Commission on Indian Currency, 1923-6, but the recommendalions \vitl\ 
regard to the constitution and location of the Paper Currency Reserve have 
■been omitted. : ■ ■ ^ v- 
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and export of gold should be freed from Government control as 
soon as the change in the statutory rate to Rs. lo had been effected, 
and a gokl mint at Bombay should be opened for the coinage into 
sovereigns of gold tendered by the public, (v) The Notification of 
the Government undertaking to give rupees for sovereigns should be 
withdrawn, (vi) The prohibition of the private import and export 
of silver should be removed and the import duty on silver should be 
repealed unless the fiscal position demanded its retention, (vii) The 
Gold Standard Reserve should contain a considerable proportion 
of gold and the aim should be to hold the remainder of the 
Reserve in securities issued by Governments within the, British 
Empire (other than the Government of India) maturing within twelve 
months. A portion of the gold held in the Reserve, not exceeding 
one-half, should be held in India. 

• The recommendation to fix the exchange value of the rupee at 
2s. gold was qualified by the following remark: 

‘If, contrary to expectation, a great and rapid fall in world 
prices were to take place and if the costs of production in India 
fail to adjust themselves with equal rapidity to the lower level of 
prices, then it might be necessary to consider the problem afresh.’ 

§33. The Committee’s case for the high rate. — The principal 
reason for the high rate recommended by the Committee was their 
expectation that, for a long time to come, the price of silver would 
continue to be high, and they thought that, if the exchange value of 
the rupee was fixed at a figure not lower than 2S. gold, the rupee 
would be once more established as a token coin, and the maintenance 
of a satisfactory monetary circulation would be assured. 

A consideration of the genei'al economic effects of a high rate of 
exchange also led them to prefer it. A low rate would mean high 
prices which would entail great hardship on the poorer classes and 
on those who had fixed incomes, and would promote great unrest 
and discontent. 

Although the rise in the rate would stimulate imports and dis- 
courage exports, these effects w^ere transitory in character and 
would disappear when wages and other elements of cost had adjusted 
themselves to the new rate of exchange. The export trade would 
no doubt suffer temporarily, but less than was feared by some 
people, because the demand for Indian goods abroad was very keen 
owing to the world shortage of raw materials and food-stuff's. 
Besides, the high rate of exchange and the general cheapening of the 
imports would bring substantial advantages to the Indian producer. 
It would tend to keep down the cost, of imported stores and 
machinery in terms of rupees,, and by reducing the cost of living 
in India it would lower wages or at least check their further advance. 
n-22 
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Ltislly, Governinent finances would stand to gain enormously 
from the high level of exchange and the annual saving in respect of 
the sterling obligations would amount to Rs. la-l crorcs, if the 
old ratio of is. ^d. was abandoned in favour of the new one of 
2s. gold. There would of course be a loss involved in the revaluation 
in terms of rupees of the sterling investments and of the gold in 
London. But the whole of this loss would be wiped out. in the 
course of three years by the savings effected in connexion with the 
Home Charges. And after this had been done, a considerable sur- 
plus revenue would remain and would be available for employment 
in further economic development of the country or in reducing 
taxation. 

In recommending- that tlie rupee should be fixed in relation to 
gold rather than to sterling, the Committee were influenced by the 
consideration that it was very desirable to stabilize the rupee as 
early as possible at a level which would ensure its remaining a token 
coin, and remove the necessity of further increase in its value to 
meet successive advances in the sterling price of silver occasioned 
by a progressive depreciation of sterling. They also argued that 
by linking the rupee with gold, at least one disturbing cause of 
exchange fluctuation would be eliminated, since any rise in the 
sterling price of silver would be counterbalanced by a similar auto- 
matic rise in the sterling value of the rupee. Moreover, if the rupee 
and the sovereign W'ere both to remain legal tender in India and 
available for circulation, it was necessary that the relation of the 
rupee to the sovereign should be fixed, since two coins cannot 
remain in circulation and at the same time stand in variable relation 
to one another. : ■ 

§34, Mr Dalai’s minute of dissent. — Mr (now Sir) Dadiba 
Merwanjee Dalai wrote a stimulating and spirited minute of 
dissent differing from his colleagues in practically all their con- 
clusions. 

With reference to the Government’s action in raising- the rate of 
exchange in rcisponse to the rise in the price of silver, he refused to 
believe that the professed reason for this was the true or the only 
reason; for apparently the Governinent intended to maintain the 
rate at a higher level even if the price of silver should fall. In his 
opinion the rise in the price of silver could have been prevented by 
removing the embargo on the export of silver after the War had 
ended, and it was after the War that the greater part of the rise in 
exchange was brought- into force. India could easily have spared 
the silver for export; such exports would have been profitable to 
her, and they could have prevented the great rise in the price of 
silver. It was mainly because the export of silver from India was 


proliibited, and India was made a potential buyer instead of a seller, 
that the silver markets were inflamed and the price rose. 

Sir Uadiba Dalai was entirely opposed to the rise in the rate of 
exchange, because he thought its consequences to India would be 
disastrous. It would seriously disturb the relations between 
creditor and debtor, cause dislocation and a setback to several 
Indian industries, and vast continuous losses on the exports of Indian 
produce and turn India’s balance of trade against her. A fixed 
high level of exchange would also cause enormous losses in the 
rupee value of the invested reserves in sterling securities and of 
gold held as part of the metallic reserves against the note-issue. 
Further, if the sovereigns held by the public were to be redeemed 
at the statutory rate of Rs. 15 to the sovereign, this would further 
entail a colossal loss. 

An alteration of the ratio is at all times highly objectionable. 
The legal standard for money payments should be, and usually is, 
regarded as less open to repeal or modification than perhaps any 
other legislative act. It gives the people rights as to the kind of 
money they may demand in exchange for their labour or goods, 
rights which cannot be removed or modified without inflicting wide- 
spread injury and risking the gravest discontent. 

Under the stress of the War, money standards were no doubt 
treated as of little account and there was extensive resort in most 
countries to inflation as a means of public finance. This however 
did not apply to India. The inflation of the Indian currency during 
the War was a genuine inflation as opposed to the artificial inflation 
in most of the belligerent countries. It arose from the balance of 
indebtedness due to India. It was caused by the acceptance in 
London of payments due to India in the form of sterling, which 
could not be transmitted to India in the usual manner through 
exchange operations or specie remittances. 

Unfortunately, India had not been prepared financially for 
absorbing its favourable trade balances in any other form than the 
precious metals. There had been no encouragement in India for 
settling favourable trade balances by investments abroad. This wa.s 
one of the disadvantages of the currency arrangements conducted 
by the Government. During the War, British Government loans 
could have been successfully floated in India, and it wa.s also possible 
to do something by way of encouraging Indian inve.stors to buy the 
Indian sterling loans held in London, if arrangements had been made 
at the Government district treasuries in India. 

The break in the standard may have been justifiable during the 
War, but when the War was over, the people’s right to a standard 
money of the country should have been protected from further 
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modification. If the choice was between a certain amount of 
inconvenience to trade and abandonment of the legal standard, the 
former alternative should have been unhesitatingly chosen. It was 
for the trade to accommodate itself to the standard rather than the 
other way about- 

The hig-h price of silver was entirely artificial, and the removal 
of the embargo on its export combined with a refusal to raise the 
rate of exchange (and so far make the sale of silver unprofitable) 
would lower it. But even otherwise the Government could meet the 
situation by stopping the coinage of fresh rupees, of which the 
country had already more than enough, and by not selling Council 
Bills beyond the requirements of the Secretary of State- 

Even assuming that only two alternatives were open to the 
Government, namely, raising the rate of exchange and debasing 
the silver coinage, the latter would be the lesser of the two evils. 

There wa.s no advantag-e in making the rate of exchange follow 
the price of silver. With the ruling high prices of silver, there was 
no longer any economy in using it instead of gold. 

§35. Governtnenf action on the Report.^ — The Government 
accepted the Committee’s recommendations and took the following 
steps to put them into force: 

(i) Control of exchange . — In January 1920 the demand for 
Council Drafts had ceased and a strong demand for Reverse 
Councils had set in. During January the drafts had been sold at 
a rate ba.sed on the rate of 2s. 41/., which had been fixed for the 
sale of Council Bills. But in compliance with the Committee’s 
recommendation, the Government notified that Council Drafts and 
Telegraphic Transfers would be ofi’ered , for sale weekly by com- 
petitive tender with no fixed minimum rate; and that, in future, 
Reverse Drafts and Telegraphic Transfers would be offered in India, 
when occasion so required, at a rate based on the sterling equivalent 
of the price of ii'3ooi6 grains of fine gold as measured by the 
prevailing sterling-dollar exchange, less a reduction representing 
the eo,st of remitting gold. 

(n) Change in the legal tender value of the sovereign .- — The 
internal ratio of one sovereign for Rs. 10 could not be made cffec- 
tiyc so long as gold bullion continued to command a high pre- 
mium over the price indicated by the ratio recommended by the 
Committee. We have already seen how, as far back as 1917, the 
Government had started the compulsory acquisition of gold imported 
on private account and how they had begun from September 1919 

' Sec lisport of the Royal C/ommissiOn on Indian Currency and I'^iiiauce 
(1925), vol. II, Appendix 3 ; also H. Stanley Jevons, Money, Banking and 
Exchange in India, ch. xV. 
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their scries of fortnightly sales of gold with a view to reducing tlie 
premium on it. Gold, however, still commanded a high premium 
over the price recommended by the Smith Committee. In Februarv 
1920, the Government announced that, during the next six month.s, 
a minimum of 15 million tolas of fine gold would be sold; but this 
original programme was extended by further sales in August and 
September. After selling a large quantity at an average rate of 
Rs. 22 per tola, the gold sales were stopped in October 1920 anrh 
the price of gold, which had been controlled to some extent by 
the Government sales, again went up. This part of the Govern- 
ment’s policy must therefore be pronounced a failure. 

By Ordinance No. Ill of 21 June 1920, .sovereign.s and half- 
sovereigns ceased to be legal tender in payment or on account, 
but provision was made for their acceptance by the Government at 
the ratio of Rs. 15 during a moi'atorium of 21 days, on the expiry 
of which the restrictions on imports of British gold coin were also 
withdrawn. The sovereigns and half-sovereigns tendered at the 
currency offices and treasuries in the 21 days during which the 
moratorium continued amounted to about millions. 

The Currency Committee’s recommendation that the sovereign 
should be made legal tender in India at Rs. 10 instead of Rs. 15 
was given effect to by the Indian Coinage (Amendment) Act,' 
No. XXXVI of 1930. This Act restored the legal-tender character 
of the sovereign and half-sovereign which had been suspended by 
Ordinance No. Ill of 21 June 1920. The rate fixed by the new 
Act was Rs. 10 to the sovereign and instructions were accordingly 
issued to treasuries and currency offices that sovereigns and half- 
.soverelgns, if presented, should be received at the rate of Rs. 10 
and Rs. 5 respectively, but that they should not be issued. As 
the market price of the .sovereign continued to be above Rs. 10, 
it never functioned as currency at the new ratio. It was therefore 
thought unnecessary to open a gold mint in Bombay, 

(iii) Abolition of War-time re,strictions.~ln February 1920 the 
prohibition on the import of silver (but not on export) was removed, 
and also the import duty of four annas per ounce which had been 
levied was abolished. Similarly, the War-time notifications which 
had been issued prohibiting the use of gold and silver coin other- 
wise tlian as currency, or dealing in them at a premium, were also 
cancelled. The fall in the price of silver and the return of silver 
coin from circulation, which commenced in May 1920, made possible 
the abolition of the remaining War-time restrictions on the move- 
ments of precious metals. On 21 June, the restrictions on the im.» 
port of gold bullion and foreign coin were removed. A . few days 
later restrictions on the use of silver for making payments on 
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behalf of the Government were withdrawn, and treasury oflkers were 
instructed that payments should in future be made in the form of 
currency desii'cd bj' the payee. Steps were also liiken in the 
direction of renewing the extra-leg-al facilities (for conversion of 
notes into rupees) -which had been temporarily withdrawn. The 
treasury officers, for example, Avere instructed as far as possible 
to give silver in exchange for notes if presented in reasonably small 
quantities. In short, so far as silver was concerned, full effect 
was given to the recommendations of the Currency Committee 
before the end of 1920. 

The measures taken Avith reference to the reconstitution of the 
Paper Currency Reserve will be referred to later on. 

§36. Sale of Reverse Councils. — -We must now recount in 
greater detail the Government’s attempt to maintain the new ratio of 
2J. gold and the. ghastly failure Avith which it met. On the date 
of the publication of the Snaith Committee’s Report the American 
cross-rate* had reached the low level of : $3'6s. It was 
obvious that the existing- rate of the rupee-sterling exchange must 
rise very considerably, if the Government were determined to keep 
the value of the rupee at 2s. gold. Indian exporters in these 
circumstances were anxioii.s to discount their export bills as quickly 
as possible in order to save themselves from the expected rise of 
exchange. But this rush of tlie exporters to turn their bills into 
rupees Ai-as Itself bound to send up the sterling- value of the rupee, 
which, accordingly, rose to as. 8Jcl. within three days of the 
announcement of the 2.?. gold ratio. Another fall in the American 
cross-rate caused a further rise in the rate of exchange, which stood 
at the unprecedented figure of 2s. rojd. on ii February. After this, 

hoAvever, a reaction set in. The rush of the exporters to discount 

their bills had abated. The demand for sterling on the other 
hand became more and more intense owing to the Government’s 
decision about the ratio. Commercial firms and private persons 
ha.stened to make their remittances to England, which in the 

ordinary course of things Avould have waited for several months, in 
order to take advantage of the abnormally high rate of exchange. 

As a result of the huge War-time profits made by certain 

sections of the people, there was a heavy boom of company flota- 
tions and this meant orders on an unusually large scale for foreign 
plant and machinery, of Avbkh the cost was remitted in advance 
in order to make the best of the high rate of exchange so long as 

’ ’The rate of exchange between London, and New York is spoken of in 
India as "the American cross-rate” or as the "New York cross-r.ate”. A cross- 
rate is the rate of exchange between any two places outside of one’s own 
country.’— Stanley Jevons, op, cit., p, 217 n. 
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it lasted. Tliere was also a g'ood deal of speculation in ex- 
change, as it was easy to make handsome profits by the simple 
process of first turning' rupees into sterling when the rate was 
high, and then translating sterling back into rupees w'hen the 
exchange came down, as the speculator hoped and anticipated it 
would. 

This heavy demand for sterling made for a rise in its value, that 
is, a fall in the value of the rupee. The divergence bettveen the 
market and the official rate which thus arose and \vhich at times 
amounted to as much as 3d. or 40!. further stimulated the demand 
for the Reverse Gouncils. 

By far the most important cause, however, responsible for the 
sagging of the exchange was the tendency towards the adverse 
balance of trade referred to above as having commenced in January 
1920. This tendency gathered momentum wdth every month that 
passed. The Government at first started selling Reverse Councils 
at rates based on 3i-. 8d. sterling on 5 February. The rate was 
raised to 2S. 10 27/32d. on 12 February, but thereafter it decreased 
as sterling appreciated.. By the end of June, the balance of trade 
had begun to turn strongly against India, with the result that the 
market rates of exchange had not merely departed from the parity 
of gold, but had fallen below the parity of 2s. sterling. After this 
the Government tried to maintain the rate at 2S. sterling. Con- 
sequently at the sale of 24 June and subsequent sales the rate 
adopted for Immediate Telegraphic Tranfers 'w'as is. ii 19/32^. 
The reason advanced was that this represented the rate which 
would ultimately hold when sterling returned to parity with 
.gold. But in reality it meant that the Government had given up 
hope of giving effect to the 2s. gold rate, recommended by the Smith 
Committee, which thus had mounted; shone, evaporated and fallen 
— all w’ithin the brief space of less, than six months. The market 
rate of exchange continued to fall without the Government being- 
able to arrest its downward career. They were compelled to reduce 
their own rates following the market rate, and the only principle 
that was adopted was to keep the official rate at a somewhat 
higher level than the market rate. But this could not last 
indefinitely, and the Government finally abandoned their attempt 
to regulate the exchange. At the end of September 1920, the 
sales of Reverse Councils since the beginning of the year had 
amounted to _;^5S,382,ooo. The Reverse Councils were paid in 
London out of the proceeds from the sale of sterling securities and 
Treasury Bills belonging to the Paper Currency Reserve. These 
securities and bills had been bought at the rate of Rs. 15 to the 
pound, but they were sold at rates ranging from Rs. 7 to R.s. 10. 
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The chITerence between the selling' and buying price measured an 
aggregate loss of Rs. 35 crores to the Indian exchequer. 

Apart from the heavy losses suffered by the Indian exchequer 
in connexion with the sale of the Reverse Councils, the eventual 
collapse of the exchange was ruinous to business in more ways 
than one. A very considerable deflation of money had occurred as 
the result of the sale of the Reverse Councils. The note circula- 
tion between i February and 16 September 1920 had been 
reduced from Rs. 185 crores to Rs. 158 crores by the process of 
cancelling the notes received by the Government in payment for 
Reverse Councils. This very substantial withdrawal of currency 
had proved ineffective for maintaining exchange owing to the 
abnormal actmty of the import trade and the absence of any sup- 
port from exports. But it caused an acute monetary stringency, 
and was responsible for a fall in the level of prices. Both these 
circumstances together greatly enhanced the difficulties of business 
men, who wdre compelled to sell off their stocks at ruinously low 
prices. 

The heaviest loss, however, was due to the fact that the com- 
mercial community had relied on the Government maintaining the 
exchange at the high rate chosen by them. Goods had been ordered 
in the confident expectation that exchange would remain high, 
but the exchange had fallen heavily by the time they arrived. This 
meant nothing less than bankruptcy to many importers whose 
reliance on Governmental ability to keep the exchange at the desired 
high level was so complete that they had failed to take the usual 
precaution of covering their exchange. 

§37. Government policy examined. — All this, however, may 
fairly be taken as proving that many sagacious and hard-headed 
business men did not regard the maintenance of the high rale as an 
impossible task, whatever they may have thought about its 
advisability. 

The Government themselves had no doubt in their mind about the 
practicability of maintaining the I'atio at 2s. gold, being reassured 
on this point by the majority report of the Babington Smith Com- 
mittee. It is true that Mr Dalai in his able dissenting minute had 
argued strongly against the high ratio and dwelt at length on the 
evils sure to follow fi'om it. But he does not seem to have laid 
any particular emphasis on the impossibility of maintaining the ratio 
for any length of time. . 

It is, however, a very strange phenomenon that the feeling 
about the impracticability of maintaining the new ratio was not as 
common as it might have been expected to be.. When the Govern- 
ment set out to give effect to the recommendations of the Babington 
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Smith Committee, there were several facts before them which might 
have given them pause in initiating such a revolutionary change in 
the currency standard. For example, in August 1920, when the 
altered ratio w^as to have come into effect, gold was selling at 
Rs. 23.I- per tola, whereas according to the new ratio the price of 
gold ought to have been Rs. 15-14-0. In view of such a great 
disparity it should have been clear that it would be extraordinarily 
dilTicult, if not impossible, to maintain the ratio of ss. gold. Again, 
the price of silver itself had gone down to about 44^. per ounce 
and therefore the danger of rupees being melted down had practi- 
cally disappeared. Moreover, even if a certain amount of melting* 
had taken place this would not have mattered much considering the 
vast volume of rupees in circulation.^ 

The Babington Smith Committee had entirely misread the situ- 
ation when they put the rise of silver in the forefront of cause.s 
explaining the rise in the Indian exchange. The most important 
cause of the rise in the sterling value of the rupee w^as the greater 
rise in sterling prices as compared to the rise in rupee prices. 
According to the Purchasing Power Parity doctrine, the rate of 
exchange had to move up in sympathy so as to bring about equili- 
brium. The same doctrine explained the subsequent fall in the ex- 
change which was due to the more rapid decline of world prices (or 
sterling prices) since 1920 than the Indian prices. This turned the 
tables against the rupee, causing a fall in its sterling* value during, 
and for some years after, 1920, before it began to appreciate agairt 
and ultimately reached is. 6d.^ The 2s. gold rate meant a 
considerable overvaluation of the rupee in comparison with its 
purchasing power parity with gold at the time, and the attempt 
to give a fixed gold value to the rupee was premature, as the 
value of gold itself was undergoing the most violent variations 
and the conditions of international trade were still extremely 
unstable.® 

' See Ambedkar, op. cit., p. 207. 

“ ‘The rise in the price of silver w.as really a mere coincidence due to a 
large extent to speculation. In ignoring the significance of the rapidly altering 
price-levels and fixing dts attention merely upon the speculative prices of silver, 
lay the fundamental error of tlie Smith Committee’s Report on Indian Currency. 
In linking the rupee to gold at 2j., it overlooked the real character of the rise 
which had taken place and underestimated the deflation which .would have 
become necessary to maintain that rate. . Its surmises regarding the probable 
course of prices in other countries were perhaps the most ridiculous examples 
of economic prophecy to be met with in history. ’r—Vakil and .Muranjan, op. 
cit., pp. 340-1. 

“ See Gustav Cassel’s Memorandum, Hilton-Young Commiision Report, vol. 
Illy. Appendix 92. 
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The liigh price of silver was partly the result of the depreciation 
of the rupee as well as of sterling in terras of commodities in 
general. Even supposing, however, that the rise in tlie price of 
silver had been the chief cause of the rise in the exchange, the 
former was largely speculative. The tremendous range of varia- 
tion in its prices as shown in the following table^ should have 
served as a warning that the rise was without an element of 
permanence and stability. 


Price, of the Silver Ounce in Stcrlius^ [Pence) 


Year 

Highe-st 

Lowest 

Average 

Range of 
variation 

1916 

37 1/8 

26 11/16 

31 S/16 

10 7/16 

1917 

5S 

35 

40 7/8 

19 11/16 

1919 

79 1/8 

47 3/4 

57 1/16 

31 3/8 

1920 

89 1/2 

38 1/2 

61 7/i6 

.50 5/8 

19- 

43 3/8 

30 S/8 

37 

12 3/4 


The only defence the Government might have put up was that, 
having- appointed an expert Committee, they felt bound to follow its 
advice, especially as they could not see their way clearly before 
them owing to the entirely exceptional circumstances then pre- 
vailing, But the gravamen of the charge again.st the Government 
was not that they shaped their policy in the beginning in accordance 
with the advice of the Babington Smith Committee, but that having 
seen the palpable futility of the efforts to make the as. gold rate 
effective, they still persisted . in the sale of Reverse Councils. By 
the end of June 1920, it was fairly clear that the task which the 
Government had taken upon, themselves was an impossible one, and 
it would have been a courageous and wise step frankly to have 
neknowledged defeat at an early, stage. As it was, however, 
they persevered in their ill-advised attempt to bolster up the 
exchange, dissipating their huge gold resources in the process and 
causing tremendous disturbance in the industrial and commercial 
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world. Thus as Sir Stanley Reed put it, ‘a polic}" which was 
avowetlly adopted to secure fixity of exchangfe produced the 
l>reatest fluctuations in the exchanges of a solvent countrj' and 
widespread disturbance of trade, heavy losses to the Government, 
and brought hundreds of big traders to the verge of bankruptcy’.' 

§38. The policy of masterly inactivity (1921=5).— After the 
failure of the attempt to stabilize exchange, the Government had to 
be content for some time with watching, in a spirit of patient 
expectancy, the course of events as they unfolded themselves, with- 
out taking any decisive action. 

In the year 1921, the balance of trade was still against India. 
The depressed condition of the export trade was due to a rapid fall 
■of world prices in terms of gold and the still more rapid fall of 
sterling prices owing to the steps taken by England to bring sterling 
Ijack to gold parity. Under these circumstances, the expected 
happened and the sterling value of the rupee fell steadily. In the 
course of the year 1921, the Governnieitt had contracted the currency 
to the extent of Rs. 31,58,000, This, however, was not enough to 
.arrest the downward course of exchange, which was driven to as 
low a level as is. 3d. The contraction of currency was continued 
further in 1931-2 and 1922-3 by the transfer of sterling securities 
held in London to the Secretary of State’s cash balance and by the 
discharge of Indian Treasury Bills held in the reserve. With a 
view to preventing the further fall of the rupee the Secretary of 
Slate had also discontinued the sale of Council Drafts. 

In 1923-3 the export trade of India showed a revival owing 
to good harvests and an improvement in the purchasing capacity 
of the European countries. The joint result of the contraction of 
currency and the revival of exports was to raise the exchange value 
of the rupee slowly but steadily. In September 1923 the rupee was 
equivalent to about is. 3-Jd. gold, and the pre-War ratio of is. ^d. 
could have been easily restored without adversely affecting any 
Interest whatsoever, as was unsuccessfully urged by the Indian 
Merchants’ Chamber. The Government, however, were apparently 
trying to take the ratio up to i.';. 6d., and the rupee as a matter of 
fact reached the level of i.f. 6d. sterling in October 1924. 
The Government’s action after this was directed towards preventing 
the rise of the rupee much beyond this point. In order to achieve 
this result, the method of purchase of sterling required for Govern- 
ment remittances and, when necessary, in excess of this requirement, 
wvas freely used, and fresh currency w'as issued against these 
purchases, thus incidentally relieving to some extent the monetary 

' Quoted by B. H. Daclachanji, History of Indian Currency and Exchange, 
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Stringency occasioned by the Government policy of deflation. The 
exchange value of the rupee reached Js. 6d. gold in April 1925, and 
has remained — or, as the critics of Government would like to put 
it, has been held — there since then. 

The end of the policy of masterly inactivity was now in sight. 
The Government of India in response to repeated requests from 
variou-s quarters promised an inquiry into the currency situation 
early in 1925 through an authoritative committee before the end of 
the year, by which time they anticipated that the world conditions 
would become sufficiently stable. On 25 August 1925 a Royal 
Commission on Indian Currency and -Exchange was appointed under 
the presidency of Lt.-Commander Hilton-Young. 

Before considering the deliberations and decisions of the Com- 
mission, we shall turn aside to give an account of the evolution 
of tlie Indian Paper Currency system, which perhap.s has already 
been delayed too long. 

Indian Papek Currency 

§39. Early history. — Under the Acts of i8og, 1840 and 1S43 the 
Presidency Banks of Bengal, Bombay and Madras were authorized 
to issue notes payable to the bearer on demand subject to certain 
regulations as to maximum issue and reserves. But their circula- 
tion was restricted W'ithin narrow bounds, being practically confined 
to the three Presidency towns. In i860 James Wilson, the first 
Finance Member of India, worked out a scheme for a Government 
Paper Currency and the abolition of the right of note-issue enjoyed 
by the Presidency banks. Sir Charles Wood, the then Secretary 
of State for India, laid down the following principles on the lines 
of the English Bank Charter Act of 1844: 

The function of note-issue should be entirely separated from 
that of banking, as was also suggested by Wilson, and, second, 
as Sir Charles Wood put it, ‘the amount of notes issued on 
Government securities should be maintained at a fixed sum, within 
the limit of the smallest amount which experience has proved to 
be necessary for the monetary transactions of the country, and that 
any further amount of notes should be issued on coin or bullion’. U 
Accordingly, the Paper Currency Act of 1861 was passed. Unlike 
England, India was at first divided into three circles of issue, with 
Jieadquarters at Calcutta, Bombay and Madras. The number of 
circles subsequently grew, and settled down to seven in 1910, the 
four additional circles being Rangoon, Karachi, Cawnpore and 
Lahore. Notes were issued of the denominations of Rs. 10, 20, 50, 


loo, 500, x,ooo and 10,000. A note of smaller denomination, viz. 
the five-rupee note, was introduced in 1891. They were to be 
issued to the public without limit in exchange for rupees or British 
gold coins, and in exchange for gold bullion on the requisition 
of the Controller of Currency. They were declared unlimited legal 
tender both at the Government Treasuries and in private transac- 
tions, but within their respective circle of issue. 

A reserve was formed in bullion and coin to the full value of the 
notes issued with the exception of a certain small portion invested 
in the Government of India Rupee Securities as a guarantee of 
their convertibility. 

The notes could be encashed as of right only at the head office 
of the circle of issue. At the same time Government Treasuries 
cashed notes of other circles for bona-fide travellers and for the 
railway companies. Payment of Government dues could be made 
in the currency notes of any circle. 

§40. Restrictions as to encashment and legal tender, — India is 
a vast country, and the conditions of trade caused large movements 
of money from one part of the country to another at different times 
of the year. The first use of notes would therefore be for remit- 
tance in a more convenient way than by sending specie. The 
Government would have been obliged to send cash from place to 
place if they had not restricted the legal tender quality of the 
notes to the circle of issue. If, on the other hand, the notes had 
been made universal legal tender but only encashable at Presidency 
towns, there would undoubtedly have been a premium on coin at 
certain times of the year which would have impaired the popularity 
•of the notes. 

The Circle system, however, greatly restricted the normal ex- 
pansion and popularity of notes, and the first step was therefore 
taken in 1903 to abolish it, when the five-rupee note was made 
univer.sal legal tender except in Burma, this restriction being re- 
moved in 1909. In 1910, notes of the denomination of Rs. 10 
and so were similarly universalized and power was taken to uni- 
versalize notes of higher denomination by executive order. In 1911 
accordingly, the Rs. loo-note W'as universalized. The Chamberlain 
Commission recommended the universalization of the Rs. Soo-note 
also. The Rs. 500- and Rs. 1,000-notcs were made universal legal 
tender during igsi-z.’- This process of universalization led to a rapid 
expansion of the total circulation of notes. ExU-adegal facilities 
for encashment of notes had been provided at the Government 
Treasuries in various places, and the Presidency Banks undertook 

^ Ref ort of the Controller of Currency (1931-2),. par. 60. 
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fut'ther to extend such facilities at their head offices and i 

liranches. The War period arrested any further development in this J 

direction, as there were difficulties in getting enough rupees coined . i 
atid uncovered note issue also increased. The Babington Smith 
Committee recommended the abolition of War-time restrictions and i 

furtltcr extension of extra-legal facilities for the encashment of f 

notes as essential for making them more, popular, and accordingly 
they Iiave been revived. j 

§41. Paper Currency Reserve, — The Act of 1861 provided for a 1 

fixed maximum fiduciary issue in the form of Government securities • 

up to four crores of rupees. The limit was changed from time to i 

time by .special .‘■\cts : to six crores in 1871; in i8go to eight crores; ; 

in 1897 to ten crores; and in 1905 to twelve crores. Up to this 
time the securities were the rupee .securities of the Government of i 

India held in India, but the Act of 1905 authorized the holding of t 

sterling securities in England up to two crore.s. Since 1905, part j 

of the invested portion of the reserve has thus been in the form | 

of sterling securities.^ In 1911, the maximum reserve in securities t 

was fixed at fourteen crores, four crores of which wa.s to be in t 
- sterling securities. : j; 

As already pointed out, up to 1898, the whole of the Paper 
Currency Reserve, except a fixed fiduciary portion, was held in I 

silver coin in India. In 1898, the Gold Note Act authorized the | 

Government to hold any part of the metallic portion of the reserve- 
in gold coin. The Act of 1900 gave authority to hold part of this 
gold coin in London. The Act of 1905 gave the Government full | 

power to hold the metallic portion of the reserve, or any part of it,, 
either in London or in India, and in g'old coin or bullion, or in S 

rupees or silver bullion, with the proviso that all coined rupees | 

were to beheld in India only. ; 

As pointed out above, except for a fixed maximum fiduciary 
issue, wliich was raised from time to time, the whole of the re.st 
Avas held either in gold and silver bullion or coin. With the gradual 
expansion of the note issue, an ever-diminishing proportion 1 

came to be invested as a re.su]t of this practice. On the other hand, i 

a growing proportion came to be held in a liquid form, sometimes 
as much as 80 to 85 per cent. This wa,s due to a deliberate change 
of policy and to the use of the liquid part of the reserve for a i 

new purpose, namely, that of supporting exchange whenever nece.s- 
sary. In fact, as we have already seen, this was considered as the 
first line of defence of the currency system as a -whole. 

The result of the policy was that a superlatively safe, reserve was 
held for ensuring the convertibility of the notes, but at the cost 
^ Attic, §j 8, p. 319. 
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of economy. This could have been avoided by increasing- the in- 
vested portion, the best way of doing wliich was to make ca.sh bear 
a certain percentage of or proportion to the total issue of notes. In 
this way also the frequent resort to legislation to raise the fiduciary 
limit could have been avoided. 

§42. Composition of the Paper Currency Reserve criticized, — 
The following table^^ gives an idea of the composition and location 
of the Paper Currency Reserve in the pre-War period. 


In lakhs of rupees 


. 

Last day of March 

Total note circulation 

ComiKi.sition and location 
of the Re.servc 

rice) 

1 t 

1 I 

1 S: 

a, " 

Sll.» 

Gold 

Securitif 

(purchase 



England 


England 

H . 

1862-71 (average) ... 

7.63 

4,80 

3 

... 

2,80 

... 

2,80 

37 

1872-81 ,, ... 

21,82 

5,98 

... 

... 

S.84 

... 

S.84 

49 

1882-91 

IS.74 

9,64 

... 


6,10 

... 

6,10 

39 

1892-1901, ,, 

27,29 

IS.74 

2,32 

23 

9,00 


9,00 

33 

1902-ii. ■ ...■ 

43.82 

19.4s 

9.IS 

4.02 

10,00 

1,20 

11,20 

26 

1912 ... 

61,36 

15.48 

23.33 

: 8,SS 

10,00 

4.00, 

14.00 

23 

1913 

68,98 

16, 45 

29,38 

9.1s 

10,00 

4,00 

14,00 

20 

1914 ... ... 

66,12 

20,53 

22,44 

9.IS 

10,00 

4.00 

14,00 

21 


The main criticism against the pre-War composition of the Paper 
Currency Reserve was against (i) the unduly large metallic reserve; 
(ii) the impossibility of increasing the fixed fiduciary reserve except 
by .special resort to legislation; and (iii) investment of part of the 
P.aper Currency Reserve in sterling securities in England. 

(i) and (ii) made the system generally inelastic. As regards (iii), 
the practice was sought to be. justified on the ground that the 
sterling securities were useful for maintaining the exchange value 
of the rupee and that they possessed the additional advantage of 
not being liable to depreciation in the event of an internal crisis 
in India. As against this it -was argued that the maintenance of 
the exchange value of the rupee was not the proper function of 
the Paper Currency Reserve, that even sterling securities were liable 
^ See Findlay Shirras, Indian Finance and Banking, p- ^$6, 
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to depreciation in the event of a crisis in England and that public 
confidence in the note issue could only be secured by holding the 
whole of the reserve in India. ^ 

Tlie function of note issue was entirely dissociated from the 
function of banking and there was nothing like a central bank and 
■therefore no Government banker. There was the Reserve Treasury 
system, under which public funds were locked up in special Govern- 
ment Treasuries (except for small amounts confided to the Presidency 
Banks), bringing about a stringency in the money market during 
the busy season of the year. 

The internal currency was absolutely inelastic for special and 
general purposes, and there was no provision for its temporary 
•expansion except by importing funds from abroad either by the 
purchase of Council Bills or import of sovereigns. Similar defects 
have been overcome in other countries by the use of deposits and 
cheques, as in England and the United States, or by special tempor- 
ary issue of paper currency against commercial bills of exchange, 
and lastly by placing Government funds at the disposal of a central 
bank. 

The first method, namely that of cheques and deposits, is not 
much in use in India except at the few big commercial centres. 
The second was suggested by the Smith Committee and has been 
accepted. The third was also adopted by the abolition of the 
Reserve Treasuries and placing the Government funds with the 
Imperial Bank of India which acted between igai and 1935 (before 
the inauguration of the Reserve Bank) as the Government bank. , In 
order to remedy the general inelasticity two methods were suggested 
by the Chamberlain Commission and the Smith Committee 
respectively. The former recommended that the fiduciary reserve 
should be fixed at the amount of notes held by the Government 
in the Reserve Treasuries plus one-third of the net circulation (i.e. 
gross circulation minus the amount held in Reserve Treasuries). 
The principle is that the fiduciary issue should not exceed a maxi- 
muni percentage of the total issue. The Smith Committee sug- 
gested that the metallic portion should not fall below a minimum 
percentage of the total issue; the proportion suggested being 40 
per cent, although they held that it would he desirable to maintain 
a substantial margin above the statutory minimum, especially in the 
busy season. In either case, the fiduciary reserve would increase 
automatically with the increase of circulation without frequent resort 
to legislation. The , system would thus be more economical and 
less rigid. As we shall see later on, the Government accepted 

' See next chapter for further criticism of the location of the Paper Currency 
Reserve. 
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the Smith Committee’s suggestion in 1920, although they adopted 
a higher percentage for the metallic reserve, viz. 50 per cent. ‘ 
§43. The effects of the War on the paper currency. — We saw 
ab(.)ve. liow, on the outbreak of tlu; War, there was at the outset 
a general I'eeling of panic which led to a severe run on the Paper 
Currenc}’ OJilces, notes of the value of ten crores being returned 
within the. first eight months of the War. As already remarked, 
liotve.ver, there was a gradual i-e.vival of confidence and a steady in-, 
crease, in the. note circulation. The etfects of the War on the pnper 
currency from Marcli 1915 onwards may be summarized as follotvs : 

(i) Inflation of paper currency caused by the great demand for 
currency, which could not all be met by a fresh issue of rupees. 
The cau.ses of this abnormal demand have alrciidy been discussed, 
(ii) As the result of successive Acts the fiduciary reserve incre.ased 
tremendoiislv, as is shown by the following taiile. 

In crorex of rupccx 


Acts 


investments 


l-'ei’mis..i|jle 
ieir!(Kirary 
iiu estme-nt s 


Toti.ll 


.Act VH of It)ii (pre-War) 
Act V of 1915 
Act IX of 1916 
Act XI of 1917 
Act XIX of '1917 , 

Act ;V of 1918 , 

'.Actll'Of iqic) ■ 

Act XX'VI o’f '1919 


14 ' - ! ‘4 

14 i 8 ■ > 20 



These Acts were supplemented by Ordinances issued by the 
Governor-Generfd. This striking expansion of tlie invested reserve 
was necessitated by the difficulty which the Government experieni'.ed 
in finding' enough coin to be held in the reserve. Also recoveries 
of the War expenditure in India incurred ou behalf of England were 
mtide in London by llic Secretary of Slate, and it being considered 
inttdvisiible in tiic Imperial interest to Iiolcl these proceeds in gold 
earmarked for tlic Paper Currency Reserve, in London, tlie alteiv 
native of investing them in British Treasury Bill.s or short-term 
sterling- securities was adopted, “ although a part was invested in 
Indian Treasury Bills as well, (iii) The fall in the metallic reserve 
from 78-9 per cent in .1914, to 33'8 per cent in 1919. (iv) New 
notes of the low denomination of Re. 1 and Rs. aA were issued in 

■ ^ See §44. , . . ■. , 

; ’ The investment in the British Treasury Bills was partly dictated by the 
consideration that, being short-dated, there was small danger of their depreciate 
ing. The other .sterling securities, on the other hand, were depreciating to a 
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December iqiT- and January igi8 respectively as a measure of: 
economizing- silver, apparently in imitation of the issue of and 
loi-. notes in Kngland in the war period. The public did not at 
first take kindly to them. But the one-rupee note made steady 
headway and its circulation on 31 March 1919 amounted to 
Rs. 10,50 lakhs as compared with Rs. 1,84 lakhs in the case of 
tlic other note.^ (v) The abolition of extra-legal facilities- for 
encashment owing to the scarcity of rupees, the notes thus running 
to a di.scount of as much as nineteen per cent in some places — 
particularly the new notes of smaller denominations, (vi) The 
import of 200 million ounces of American silver released under the 
Pittman Act to meet the paper currency crisis of April igiS. 

I'he subjoined tabic brings out clearly the efl’ects of the War on 
the composition and location of the Paper Currency Reserve.® 


In lakhs of rupees 



§ 

Composition and 

location of the Reserve 


Last day 
of March 

1 

.Silver 


Gold 


(purcbu.se price) 

of Secu 
Reserve 


■g 

H 

1 

1 

England 

Total 

.2 

England 


c H 
KO 

1914 

66,12 

20.53 

22,44 

9.15 

31.59 

10,00 

4.00 

14,00 

21. 

191S 

61,63 

32.34 

7.64 

7.6s 

15.29 

10,00 

4,00 

14,00 

23 

1916 

67.73 

23,57 

12,24 

11.92 

24,16 

10.00 

10,00 

20,00 

29 : 

1917 

86,37 

19,21 

12,00 

6,67 

18,67 

10,00 

38,49 

48,49 

56 

igi8 ... 

99.79 

10,79 

26,8s 

67 

27.52 

10.00 

51.48 

61,48 

62 

1919 : ... 

153.46 

37.39 

.17.37 

12 

17.49 

16,08 

82,50 

98.58 

6s 

■■ ' 

174.52 : 

39.80 



47.70 


•• 

86,86 

SO 


§44. Reconstitution of the Paper Currency Reserve. — In 
September igig, by the temporary amendment of the Paper Currency 


^ The Government of India decided to discontinue the issue of Re. i and 
Rs. 2j notes definitely from I January 1926, Their place has been taken partly 
by silver rupees and partly by Rs. 10 notes. 

’ As has already been mentioned, these facilities were rfcstored in if)2o-x 
and have since been extended by the multiplication of the branches of the. 
imperial Bank Avhich provide for the. encashment of notes as a matter of 
public 'Convenience.- f T'- ■■■- . 

“ See Shirrasi op. cit., p. 264.; 
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Act, the maximum limit to which the Currency Rcsci-ve could be 
invested was raised to Rs. 120 crorcs, out of which Rs. 100 crores 
liad to be British Treasury Bills. 

In March 1920, a temporary Act for six months was passed 
which permitted the retention of the invested portion of the reserve 
at Rs. 120 crores. But it abolished the restrictions as to the locale 
of the investments and their sterling: or rupee character. This 
was necessitated by the then existing: demand for remittances 
to London and the impossibility of meeting it from the 

Secretary of State’s cash balances. The continued demand was 

therefore to be met by the disposal of the sterling- securities held 
in the Paper Currency Reserve in London. Thi.s, however, involved, 
under the existing law, the -ivithdrawal and cancellation of currency 
notes in India to the extent of the rupee value at which the 
sterling securities were held in the reserve, i.e. at the rate of 
Rs. 15 to ;^I. 

In order to place the paper currency system on a satisfactory 
basis in the light of the criticism to which it rvas subjected by the 
Chamberlain Commission and the Smith Committee, and the 

experiences gained during- the War, it was felt necessary to pass 

new legislation to replace the temporary' Act of March 1920. 
Consequently, the Indian Paper Currency Amendment Act^ became 
law on I October 1920. The provisions of this Act fall under two 
classes, permanent and transitory. 

(i) Permanent provisions -P 

(a) The metallic reserve was to be at least 50 per cent of the 
total reserve. The reasons for accepting a higher percentage than 
that suggested by the Smith Committee, which was only 40 per 
cent, were the necessity of encashing the notes without question in 
a country like India, and the necessity' of holding sufficient coin in 
the reserve to finance the movements of the crops during the busy 
season, when notes are generally presented for encashment on a 
very large scale. 

{h) With the exception of Rs. 20 crores worth of securities 
held in India, the remainder was to be held in England in short-term 
securities not exceeding a period of 12 months, as suggested by 
the Smith Committee. 

(c) The Controller of Currency was authorized to issue notes 
up to an amount of Rs. 5 crores against inland discounted bills 
of exchange maturing within 90 days of their issue, 'rhis extra 

* This is usually referred to as the Paper Currency Act of 1923, which was 
:,a Consolidating Act. : ■ ; 

' These provisions are practically identical with the recommendations of the 
Smith Committee. ■ ■ 
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issue ^v:ls to tiilce tlie form of ;i loan to the Imperial Banlv u'hich 
was to pay 8 per cent Interest fo the Government and dei;)osit 
accepted hills of exchange with tlie latter. (Tlie limit: of 5 crores 
was rai.secl to 12 crores by the Indian Paper Ciirreticy Amendment 
Act of 1923.)* The provision regarding the fifty per cent statutory 
metallic reserve was irrespective of this extra issue, which was 
not: to be considered for the purpose of fixing the metallic reserve. 

(d) The .Secretary' of State was not to hold more than five 
million pounds in gold bullion in London. 

(ii) Transitory provisions: 

Owing to the difficulty caused by the neces.sity of revaluing 
the gold and the sterling securities of the reserve on the. basis of 
Rs. 10 to the sovereign instead of Rs. i-j, certain transitory provi- 
sions became necessary pending the final attainment of the perma- 
nent provisions. With revaluation on the lo-rupee basis the metallic 
portion of the reserve would have been less than fifty per cent. It 
was therefore provided that, the investt'd portion might, for Ihe 
time being, be fixed at Rs. 85 crores." (The former limit of lao 
was now unnecessary, as the circulation had been reduced to some 
extent by the sale of Reverse Councils met by the sale of sterling" 
securities.) Another difficulty was about filling up the gap caused 
by the revaluation of the gold and sterling .ser.uritie.s at two-thirds 
of their former value. This was easily solved by authorizing the 
Government of India to create rupee securities of their own hand 
(ad hoc securities, as they were called) and issue them to the 
Paper Currem^y lieserve. As these created securities would exceed 
the limit on rupee securities laid down by the Act, it was provided 
that the t;xcess should be reduced by gradually replacing them with 
sterling securities. But as there were no funds immediately 
available to purchase a large quantity of sterling securities, it was 
prot'ided that the interest derived from the sooiirities in the Paper 
Currency Reserve as by law, and profits on the fresh coinage of 
rupce.s, and interest on the Gold vStandard Reserve when that 

, t Of the 12 crores the first 4: crores could be issued when the Bank rate 
was 6 per cent, the next 4. crores when it was 7 per, cent, and the la.st 4 
crores when it was 8 per cent. The procedure w.as revised in .September 1924, 
when the : fotiowing regul.ations were i.ssued : 

(i) No loan shall be m-ade unless, the Bank rate rises to 6 per cent. 

(ii): The entire amount outstanding at any . time shall be.ar interest at the 
Bank rate subject to a minimum: of 6 per cent for the first 4 crores and of 
7 per cent for the subsequent 8 crores. 

. ‘ As a. remedy for monetary stringency, this limit w.-ts raisi'd (o R.s. ion 
cton',s by the .'\mending Act of February 1925, .which sdso laid down that tlie 
total amount: of . created:. seeurities : :of, the = Government of India wa,s hot to 
exceed Rs, 50 crores. 


exceedeil ,^'40 niillions (which it did on 30 September 1921), and 
lastly, inlcaest on commercial hills of excltanf;e deposited with the 
tlontroller of Currency as security for the temporal^ issue, slioiild 
lie paid into the Paper Currency Reserve, to reduce such of the 
createxl rupee securities as were above the permissible, iigure of 
R.S. 12 crores. The Permanent provisions of the Act would thus 
be eventually carried into effect. On account, however, of the 
unsatisfactory financial position. Finance Acts of subsequent years 
allowed these sources of income to be diverted to revenue, except 
in 1921-2, when the excess in the Gold Standard Reserve ivas 
used for the extinction of the atl hoc securities. 

On 1 April 1927, the gold and the .sterling- securities held in 
the Paper Currency Reserve, which since 1920 had been valued at 
Rs. 10 to tile sovereign, were rc-valued at the rate of Rs. 13-1-3 
fo the sovereign in accordance with the provisions of the Indian 
Currency Act, 1927, which came into force on that date. The 
result of this was an increase of Rs. 930 lakhs in the, holding of 
gold and sterling securities, -which was set off by cancelling the 
same amount of Indian Treasury Bills, the holding of which was 
reduced from Rs. 49,77 lakhs to Rs. 40,47 lakhs. ^ 

§45. The composition and location of the Paper Currency 
Reserve in recent years^^^ 


In crores of rupees 



* I'or the recommendations of the Hilton-Young Commission regarding the 
paper currency see the next chapter. The transfer of the note issue function to 
the Reserve Bank of India and the nevit arrangements regarding the reserve 
lield against notes -with effect from i April 1935! under the Reserve Bank of 
India Act (1934), are dealt with in chapter , x. ■ 

“ Sto Reports of the Controller of Currency, from 1924-5 to 1934-5. 
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'I'he above talile reveals certain striking changes in the Paper 
Currency Reserve in recent years. Firstly there was a very 
appreciable decline in the gross circulation of notes in the years 
1939-30 and 1930-1 owing to the contraction of currency largely 
in consequence of the superfluity of cash following the general fall 
in the prices of commodities which commenced in the latter pai t 
of the, year 1929-30 in the wake of the Wall Street collap,se in New 
York. Another factor was the tendency towards exchange weakness 
due partly to the fall in the prices of the great staples of export 
trade and partly to the tendency towards the tran.sfer of capital 
abroad in view of the uncertainty of the political situation in India 
and the speculation regarding reversion to the old statutory ratio 
of i,<r. 4d. This increased the difficulties of making remittances to 
the Secretary of State to meet the Home Charges, and goes far to 
e.xplain the total disappearance, by 1931, of sterling securities in 
the Paper Currency Reserve, since these securities had to be trans- 
ferred to the Secretary' of State against corresponding contraction 
of notes in India. ‘ The big drop in the holdings of rupee securities 
in 1930-1 is explained by further contraction of currency in 1930-1 
against these securities. The decrease in the amount of gold in 
the reseiwe in the same year was caused by the payment of Rs. S-J- 
crores of gold into the Indian branch of Ihe Gold Standard Reserve 
against withdrawal of sterling securities of the value of ;^6'3 million 
forming part of that reserve in England, in aid of the Home Trca.sury 
balances and to meet sales of sterling at the statutory rate o.f 
ij. 5 49/64d. between November 1930 and Februai'y 1931 in 
response to the public demand which was influenced by the exchange 
speculation referred to above and the political situation in the 
country. Another remarkable change in the composition of the 
Paper Currency Reserve is the increase in the holding.s of silver 
coin in the reserve owing to reasons explained below.® This 
increase would have been greater but for the removal of some 
quantity of silver for sale as recommended by the Hilton-Young 
Commission. 

The total amount of silver sold by the Government of India 
from the commencement of their operations in 1927: up to 31 March 
1935 amounted to 228,183,255 fine ounces. The sale proceeds were 
invested in .sterling securities which were transferred to tile Gold 
Standard Reserve against an opposite transfer of gold from that 
Reserve to the Paper Currency Reserve, an equivalent amount of 
rupee securities in the Paper Currency Reserve being simultaneously 
cancelled. The surplus balance obtained by sterling purchases in 

* See also next chapter, §aC. 

'■See §46. 
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•excess of the current recjuircihents of the Secretary of State was 
utilized in the same way. These transactions involved an increase 
in the gold holdings of the Paper Currency Reserve,’- and a 
corresponding reduction in the balance of rupee securities. The 
sale of silver also involved a reduction in the holdings of silver 
coin and bullion in the Paper Currencj' Reserve. In 1933-4 and 
in the following years the surplus Home Treasury Balances and 
sale proceeds of silver were utilized in purchasing sterling securities 
and thus . adding to the sterling assets of the Paper Currency 
Reserve — a welcome strengthening of the position on the eve of 
the transfer of Government currency activities to the Reserve 
Bank.’’ 

In recent years, .since the sale and export of gold on private 
account from India which commenced towards the end of Septem- 
ber 1931, there has been an appreciable increase in the amount of 
gross circulation of notes, which stood at Rs. i86-i crores on 31 
March 1935 and at Rs. i93’3 crores on 31 December 1935. This 
expansion of currency has been attributed partly to the recent up- 
ward trend of prices and the public demand for currency to serve 
as a sul)stitute for the gold in hoards, of which about Rs. 265 crores 
were exported up to the middle of March 1936 mainly under the 
stimulus of the high rupee prices of gold following the fixing of 
the rupee to sterling at is. 6d. after Britain went off the Gold 
Standard on 20 September 193 1.” 

§46. Note circulation and currency absorption. — In this section 
it is proposed to cliiscuss three main questions: (i) Gross and active 
circulation of notes; (ii) Character of the note circulation; and (iii) 
Absorption of various forms of currency. 

(i) Gross and active circulation of notes , — ^When we speak of 
the circulation of the paper currency, we must be clear as to whether 
we are referring to gross or active circulation. 

(a) By gross circulation is meant the value of all notes that 
have been issued and have not been paid off. (ii) Active circulation 
is the amount of notes issued less those held in Government 


’ Tlie gold holdings of the Government of India on 31 March 1935 — on 
the eve of their transfer to the Reserve Bank — amounted to Rs. 44-42 crores, 
of which 41-55 crores was in the Paper Currency Reserve and 2-87 crores in 
the Gold Standard Reserve valued at the statutory parity (i.e. Re. i--=8'47 grain.s 
of gold). Their actual market value on that date was appro-xiinately Rs. 76 

’ See ch. x. Report of the Controller of Currency for 1933-4, par. 39 and 
ibid, for ;i934-s, par. 31. . , 

“ See nest chapter for further explanation (§29). 
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TreaRurlos and local head offices of the Imperial (now the Reserve) 
Bank of India. 

The sross circulation usually dimini.shes instead of inci-ea.sin;.;' 
in the biisv season, for then the Imperial Bank aiul the Irovcrn- 
meat 'I'rcasuries (formerly the three Presidency Banks and the 
Reserve Treasuries)^ send their notes for encasliuicnt to the paper 
ciuTCiK-y offices when cash is required for niovins’ the crops ; 
while dui'ins' the slack season it is more convenient to hold thi; 
reserve; in notes. At the same time, however, the active circula- 
tion increases, showing- that notes are used for meeting- the seasonal 
demand side by side with cash.^ The following table illus(rate.s the 
growth of average gross and active circulation of paper currency 
between 1904-5 and 1934-5.® 

TABLET 


In crores of rupees 


Year 

Gross 

Active 

Year 

Gross 

Active 

1904-S 

39-s 

28-1 

1923-6 

186-8 

163-1 


49-6 

37-2 

1927-8 ... 

iHo-i 


1913-14 

65-5 

46-6 

ICI28-9 

184-8 

171-9 

1914-1S ' 

64-0 

4S-4 

1929-30 

183-1 

163-0 

1917-18 

IOI-7 

71-8 

1930-1 

163-4 

151-1 

1918-19 

1.33-2 

113.8 

1931-2 

163-6 

132-6 

1919-20 


151-1 

1933-3 

173-8 

132-0. 

1920-1 . ... 

163-5 

138-8 

1933-4 

178-1 

1.57-4 

1923-4 

179-0 

136-9 

I934-S 

183-2 

i6t-6. 


(ii) Character of the note circulation . — ^The following statement 
indicates the relative popularity of the different denominations of 
notes on 31 March 1935 and preceding years. For the purpose 
of this statement Rs. lojooo-notes are excluded as they hardly enter 
into ordinary circulation at all, being used as a convenient means 

^ In addition to the general system of district trEasuries which carry on 
the daily business on behalf of the Government, there used to he three Reserve 
Treasuries, one in each of the Presidency , towns. Their function was to keep 
large sumT of money for expenditure in case of any serious emergency such 
as widespread famine or war. See Jevons, o^. cit., p. 154. 

“ For example, the average active circulation increased in 1928-9 by Rs. o| 
crores as compared with an increase of Rtt. 6i , crores , in the previous ye,m-. 
This was due partly to the increase in internal trade and partly to the increas- 
ing use of currency notes in place of coin. See Report of the Controller of 
Currency, 1928-9, pp. 18*19, 

“ The , drop in the .year 1930-1- was. due to the exceptionally heavy falk in 
prices. Since then there; has;. heen .a. partial recovery, in active circulation. 
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of effecting- large transfers between the Imperial Bank anti 
Government currency chests. 


TABLE II 



This table shows that the Rs. lo- and Rs. loo-notes are by far 
the most popular. The old pattern Rs. 5cr-notc declined in its 
popularity owing to its large size and its superficial resemblance to 
the old pattern Rs. lo-note. The Rs. a-J-note was never popular 
and its issue along with that of the Re. i has been discontinued, as 
already stated, since r January 1926, and these notes are being 
cancelled on receipt at treasury and currency offices. The Rs. 20- 
note has been pushed out of existence by the Rs. lo-note on the 
one hand and the Rs. loo-note on the other and ceased to be 
issued with effect from 1910. A new pattern note of Rs. 50 deno- 
mination, of a considerably smallei- size, was introduced during the 
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year 1930-1, but its issue has had no effect on the proportion of 
the. note circulation as yet. 

(ili) A bsorption of various forms of currency . — The following" 
statement^ shows the average absorption of the various forms of 
currency. 

TABLE HI 


In lakhs of rupec.s 



‘ The absorption or return of currency notes (this description applies to 
the period prior to the establishment of the Reserve Rank of India on i 
,Apriri93S) i.s the variation in the totals of the active circulation, that is to 
say, the amount of notes issued after deduction of those held in Government 
Treasuries and local Head Offices of the Imperial Bank of India. The absorption 
or return of the rupee coin/ is tlie variation of the total amount of rupees 
held in Government Treasuries and in the Currency Reserve, after addition of 
the new coin, if any, issued from the mints and deduction of the old coin 
returned to the mints for recoinage or melting. The figure so calculated sliows 
the amount absorbed or returned by the public, as in the case of the note 
figures, the only , difference Jjeing that the rupee figures include among coin 
held by the public the coin holdings of the Imperial Bank at its Ideal Head 
Offices. This amount, however, is small. Pte figures represent a net outgo 
to the public, arid minus stand for a . net return.. In the statement of 1927-8 
and Sub.sequent years sovereigns and half-sovereigns, have been omitted. Since 
1914-15 they have not functioned as currency and tlie figures given above re- 
present the imports of "soverei^s ; and half-sovereigns, the demand for which 
as bullion has always been considerable. From 1 April iipay, they have ceased 
to be legal tender, and ;, tlieir inclusion in a , statement . showing the absorption 
of currency would he misleading.. Sea Report of the Controlhr of Currency, 
1930-31, P- 29 and 1934-5, .pp.^so and yi;. . .- ' 
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The above table shows striking changes in the relative popularity 
ol' the various forms and absorption of cun'cney before, during 
and after the War. The War-time expansion of currency on a large 
scale both in the form of rupees and notes due to factors already 
examined is brought out by the figures. The large contraction of 
curiency in 1920-1 represents the effects of the adverse balance 
of trade and the sale of. Reverse Councils. In recent years there 
has been a tendency towards the return of silver rupees from 
hoards on the one hand and the replacement of coin by notes to 
some extent on the other. One of the causes for the return of 
rupees from hoards is the substitution of gold bullion for rupees in 
hoards as a store of value under the influence of the considerable 
drop in its price in India below its pre-War level, before the rupee 
price of gold rapidly rose in consequence of India going off the gold 
standard with effect from 21 September 1931. (See next chapter.) 
The increasing popularity of notes, the spread of banking facilities 
and the freer acceptance of laearer cheques are decreasing the de- 
mand for rupees. The practice of privately railing rupees is rapidly 
declining. The drop in recent years in the prices of certain staples 
of trade like cotton and jute, and the general trade depression, are 
responsible for the lessened consumption of coined rupees and notes. 
The currency policy of the Government in these yeai-s was criticized 
on the ground that there was excessive contraction of currency in 
1939-30 and 1930-1 which created a shortage of money in the 
country, producing a fall in prices and inconveniencing trade. Sir 
George. Schuster, however, pointed out that the reduction in the 
volume of currency was a sequel to the fall in world prices and had 
not been carried to an excessive extent.^' In recent years the 
absorption of note currency has increased, although partially set off 
by a return of silver coin. We have already referred to the public 
demand for note currency to serve as a substitute for the gold in 
hoards, now' being sold and exported. The study of the absorption 
of currency month by month reveals the fact that currency is 
absorbed generally in the busy season from November to June and 
returns to currency offices and trea.suries in the slack season from 
July to October. “ 

‘ Ceiitml Budget for 1031-2, pp. 28-9 ; and .see also p. 397, note 3. 

“ .See also cli. x, §§26 and 29. 
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CURRENCY AND EXCHANGE— Part II 
The Hilton-Young Commission at Work 

The Report of the Hilton-Young Commission was published 
on 4 August 1926. The recommendations of the Commission full 
conveniently under the following three heads: (i) Choice of a 
Monetary Standard; (ii) The Ratio of the Stabilization of the 
Rupee; and (in) Creation of a Reserve or Central Bank of India. 
The first two of these subjects will be. considered in this chapter 
and the third will be dealt with in the chapter on Banking and 
Credit. 

§1. Defects of the gold exchange standard. — Before propound- 
ing their own scheme of a monetary standard for India, tlie 
Commission indicated the following defects of the system as it 
existed:' 

(i) The system was far from simple, and the basis of the 
stability of the rupee not readily intelligible to the uninstructed 
public.'* The currency consisted of two tokens, rupees and rupee- 
notes, in circulation, with the unnecessary excrescence of a third 
full-valued coin (sovereign), which did not circulate at all. One 
form of token currency (rupees) into which there was an unlimited 
obligation to convert the other (rupee-notes), was highly expensive 
and was liable to vanish if the price of silver rose above a certain 
level, when it ceased to be a token coin. 

(il) There was a cumbrous duplication of the reserves, namely,, 
the Gold Standard and Paper Currency and Banking Reserves, 
with an antiquated and dangerous division of responsibility for liie 


' Seo l-lilian-Young Commission Report, par. 21. 

’ The basis was not only not readily intelligible, but it had also other 
faults. Mr Denning, Controller of Currency, wrote : ‘The system did not pro- 
vide for the automatic stabilization of the rupee. , The legal obligation to give 
rupees in excliange for sovereigns would have prevented the rate of exchange 
rising above the upper gold point, even if the Government had not been prepared 
to meet fully the demand for Council Bills at is. 4^0!., but there was no 
statutory safeguard against: a ..fall in the , rate of exchange below the lower 
gold point. In practice, such a fall in. the. rate, of exchange was prevented 
by the sale of : Reverse Councils, ^ hut Government .were under no st.'itulory 
obligation lo take such action.’ See Hilton-Young Commission Report, 
Appendix iv. . . ■ ' 'y 
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control ot currency and credit policy, which in other countries is 
ciuitralixed in and fixed upon a central Ijank. In India, the Govern- 
nient controlled tlie currency, and the credit situation, so far as it 
was controlkxl at all, was controlled by the Imperial Bank. 

(iii) Ihc system did not secure automatic expansion and 
conti-action of currency. Such movements were too wholly 
(Icpcndcnt on tlie will of the currency authority, that is, of the 
Govaanmcni. The system did not automatically enforce contrac- 
tion ol,' internal currency concurrently with the depletion of the 
reserves.^ 

Similarly, with reg'ard to expansion, on occasions the obligation 
to buy sterling- had been discharged by the Government without 
any corresponding expansion of currency. The purchases had in 
the first Instance been matle against Treasury balances and the 
currency expansion had been left to be effected at the discretion 
o'f the Government. 

This was a notable admission, in which the fioveriunent apparent- 
ly joined; for it meant Ihc snrrcmler of one of the main defences of 
the gold exchange standard. Mr J. M. Keynes, for example, had 
claimed for the Indian system that it was as automatic as anv 
other and that the only discretion exercised by the Government 
was In tlie I'ollowing two respects : — (a) That they kept certtiin 
reser^•es of coined rupees in advance, and (&) that by refusing to 
sell Council Bills they could only change the character of the 
demand and postpone it for a short time, or insist on sovereigns 
being sent to India where they M-oiild be converted into rupees by 
the Government, 

liver since the time of the Chamberliiin Commission, the Govern- 
ment had come, to look upon this argument as an elTectivc answer to 
the critics of the gold exchange standard, but they had now exe- 
cuted a complete volta-face ttnd were prejjared to admit its readily 
as anybody else that its unautomatic character was one of the 
most serious defects of the system. 

(Iv) Lastly, the system lacked elasticity. The utility of the 
Itrovision for elasticity made on the recommendation of the Smith 
Committee was affected by the methods of financing Indian trade. 
'rhe.se are based on a system of cash credits or the advimee of 

‘ As Mr Denning point.s out in his Memorandum to the Commission, tiie 
provision for the automatic contraction of currency -was particularly defective. 
‘In so far as the sterling value of the Reverse. Councils sold wa,s obtained 
by realizing sterling securities in the Paper Currency Reserve, the currency 
was contracted, but Government could arrange, by borrowing from the Gold 
Standard Roser\'e, to meet sterling payments on account of Reverse Councils 
w'itiiout affecting the amount of currency in circulation.’ See Currency Com- 
mission lieport, Appsndisy. '■ 
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money against demand promissory notes. There is, therelore, a 
siiortage of g-enuine inland trade bills as cover against the seasonal 
increase of currency. The Government had, therefore, to announce 
in September, 1924, that as far as mig'ht be necessary, they would 
use their powers to issue currency against Treasury Rills deposited 
in tile Paper Currency Re.serve in London. 

Other points of criticism not prominently brought out by the 
Hilton-Young Commission Report but already suflicicntly familiar 
to currency controversialists may conveniently be bi-oiight together 
here. 

§2. Reserves and balances. — ^We have already seen how reserves 
and balances created for a particular purpose were indiscriminately 
utilized for all sorts of purposes. An extreme instance of this was 
the diversion of a part of the profits on the coinage of rupees in 
1907, rightfully belonging to the Gold Standard Reserve, for capital 
expenditure on railways. The utilization of the reserves and 
balances was never governed by a consistent policy, with the result 
that they were sometimes treated separately and at other time.s. 
mixed up, thus causing a great deal of confusion. 

The position as regards the composition of the Gold Standard 
Reserve was unsatisfactory. It tvas mainly invested in long-term' 
securities and a very small part of it was held in a liquid form. 
The Chamberlain Commission recommended that a large proportion 
of it should be held in a liquid form' and in easily realizable securi- 
ties and that the silver branch of the Gold Standard Reserve should 
be abolished. The latter suggestion was carried out by the Govern- 
ment, but the other recommendations could not be given effect to 
owing to the outbreak of the War. During the W ar almost the. 
whole of the reserve was held , in securities in London, and British 
\^''ar Bonds and Treasury Bills were purchased. The recommenda- 
tion that the securities should be easily realizable was carried out 
by Investment in short-term securities. 

The Smith Committee recommended that it was desirable tO' 
hold a considerable proportion of the I'cserve in gold. They also 
recommended that the securities should be short-term securities 
issued by the Governments within the. British Empire other than 
the Government of India. 

The position of the Gold Standard Reserve, before its amalga- 
mation with the Paper Currency Reserve and transfer to the Reserve 
Bank of India with effect from i April 1935, was that it wa.s 
largely held in London, mainly in short-term paper of various kinds,, 
as shown by the following figures. 
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Det.ails of the balance of the Gold Standard Reserve on ji 
March 1935 

In Eng-land — :£ 

Estimated value on 31 March 1935 of the sterling 
securities of the nominal value of ^^36, 480, 000 ... 37,845,329 

Gold .... ■ ... ... ... ... 2,152,334 

Cash at the Bank of England ... ... ... 2,137 


Total ... 40,000,000 


Most of the. Gold Standard Reserv'e and a part of the Paper 
Currency Reserve was placed in London. The Chamberlain Com- 
mission justified the location of the Gold Standard Reserve in London 
on the ground that London was the clearing house and the loan 
market of the world. Further, India’s principal customer was the 
United Kingdom, and I.ondon was the chief place where money 
was required both for the expenditure of the Secretary of State 
on India’s behalf and for the payment of India’s commercial 
obligations to England and the world in general. If the reserve 
were kept in India, it would have to be shipped to London, in- 
volving unnecessary delay and expenditure. Also there was no 
short-loan market in India, and the location of the reserve there 
would be wasteful because it would be unable to earn any interest. 
Again, the practice of holding foreign bills followed by the Central 
Banks in certain European countries provided an analogy to the 
Indian system of holding the reserve in London.* 

'I’hese complicated arrangements regarding the location of the 
reserve were possibly primarily intended for meeting situations of 

' For further details of investments, see Report of the Controller of Cur- 
rency, 1935-6, Statement xvii. 

“ Professor Kemmerer, however, objects that there was really no resemblance 
between the Government of India selling Reverse Councils on its London 
Reserves and European Banks holding foreign bills. In selling Reverse 
Councils : ‘Government .sells drafts against its foreign gold credit (that is its gold 
reserve), when money at home is relatively redundant, as evidenced by e.'cchtmge 
having reached the gold export point. Thereby . it relieves the redundancy 
through the withdrawing from circulation and locldng up the local money 
received in payment for the drafts. Under the practice of holding the foreign 
bills to protect the money market, the Central Bank sells its foreign bills , when 
money at homo is relatively scarce, as means of securing gold for importation 
or preventing its exportation. In the former case, the sale of drafts take.s 
the place of an . exportation of gold, and the resulting withdrawal of local 
money from circulation is in essentials an exportation ; in the latter case the 
sale of the drafts abroad is part of a process for securing gold for importation, 
or for preventing its exportation.’ — Quoted by Ambedkar, op. cit., pp. J72-3. 
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CNchftnge weakness caused by an iinravourable balance of trade. 
In view- of the fact, however, that an unfavourable balance of trade 
is an abnormal phenomenon in the case of Imlia (occurring’ about 
once o\-er_v len year.s) it was not necessary to maintain such ela- 
borate standing’ arrangements to meet what is after all a rare 
contingency. 

The Secretary of State could have easily put himsell’ in Junds 
for meeting’ his expenditure without the reserve lieing’ kept in 
London for this purpose. And clearly the main object of the 
re^serve was not the convenience of the Secretary of State in this 
re.spect. 

As regards the absence of a short-loan market in India, it was 
not true that there was no scope for short-term investment in this 
country, as tlie experience during the War and after has proved. 
In anv case, interest could not be considered to be a decisive factor 
in rietermining tlie location of tlie reserve. 

Ofiicr countries, even if they have an unhivourable trade baltmce 
as the normal feature of their international trade, do not usually 
maintain a reserve at foreign centres. There is no such reserve 
for example, Icept by any foreign country in India itself on the 
ground that year after year it lias to make payments to India in 
settlement of trade obligations. 

With reg’ard to the Paper Currency Reserve, it w’as an anomalous 
position that the reserve intended for securing the convertibility of 
I he notes circulating’ in one country should, instead of lioing kept 
there, be to any extent located at another place 6,000 miles away, 
thus impairing the confidence in the note issue. . One of the reasons 
given for this practice was lliat London was the cheapest and 
best organized market for silver, for the purchase of wliich it was 
convenient to hold ample funds in hand. But if England, not. being 
a producer of silver, is yet the best market for silver, Ihere was 
no reason why an equally eflicient market for the metal could 
not have been developed in India if the Government had consistently 
made their purchases in the country itself. Instead of making anv 
attempts in these directions, the Government may be said to have 
actually impeded the development by the imposition of an import 
duty oil silver. Again, even supposing purchases were to be made 
in London, there was no particular harm in transferring funds 
from India when they were actually wanted instead of holding 
them there in advance. The inconyenicnce, and additional expense 
M-ould have been well wortli while as tending to allay popular 
siispicion and discontent. It would also seem that in circumstances 
of urgency, arrangements could have been made for raising the 
necessary funds in England, for example, with the assistance of the 
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Bank of England, pending the transfer of money from India. 
Lastly, the secrecy in which the dealings in connexion with the 
purchases of silver were shrouded naturally led to much atl verse 
criticism. 

§3. Management of remittances, — As we have already seen, 
the sale of Council Drafts by the Secretary of State was the 
machinery employed,, for drawing funds from India to London. The 
complaint in this connexion was that unnecessarily large amounts 
were transferred from India to London by this method, especially 
since 1904. This was defended on the ground that it enabled the 
Secretary of State to strengthen his financial position. No expla- 
nation was, however, offered why such strengthening was needed. 
Similarly, it was said that it was desirable that the Secretary of 
State should avail himself of exceptionally profitable rates for the 
Council Bills whenever they could be obtained. Here again the 
assumption is tacitly made that the question whether the funds 
were required was of subordinate importance. It was often claimed 
that by drawing more money than was immediately required for his 
expenditure the Secretary of State made possible an avoidance or 
reduction of debt. But these excessive drawings encouraged the 
policy of surplus budgets in India. Instead of the avoidance or 
reduction of debts, remission of taxation in India would have been 
a more worthy object to pursue.’ Be.sides, it was noticed that 
even when the Secretary of State’s cash balances were ample, large 
floating loans were raised in London. 

The superfluous money which accumulated in the hands of the 
Secretary of State in this manner was loaned out in London at 
very low rates of interest to ‘approved’ borrowers, of whom a 
list was maintained by the Secretary of State. Complaints were 
common that a good deal of favouritism was shown in the admini- 
stration of these loans, and colour was lent to these complaints 
by the fact (hat (he members on the Finance Committee of the 
Secretary of State’s Council were often themselves directors and 
business men uho were interested in selecting the recipients for 
these loans. 

Another practice that was objected to was that the Council Bills 
were often sold at rates below the specie import point even when 
there was no urgent necessity for funds in London. 

One of the principal justifications urged for the sale of Council 
Bills beyond the requirements of the Secretary of State was that 
it was a g:rcat help to the foreign trade of India. But the trade 
was fully capable of looking after itself and would have had no 
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diflicuky in finding alternative means of financing itself, as in fact 
it had done with sitHicient ease whenever the sales of Council Bills 
happened to be curtailed. There was thus no overwhelming reason 
why the Government should have gone out of their way to assist 
trade. All that they need have done wtis to make gold frcely 
available for e.vport whenever required. 

The Chamberlain Commission combated the suggestion that 
the sale of Council Bills served to mitigate the seasonal monetary 
stringency in India. They pointed out that the demand for money 
arises in the first place from the necessity of financing the movements 
of crops up-country, but Council Drafts were taken only when the 
produce was ready for export; there was thus an important period 
during which the needs of the market were not met by this means. 
Tt is obvious also,’ the Commission go on to remark, ‘that the 
sales of Council Drafts are affected by circumstances quite inde- 
pendent of the Indian money market; a high bank rate in London, 
for instance, or the holding back of produce in India for 
higher prices may result in the demand for Council Drafts being 
slack in the busy season, while revenue collections are as heavy 
as ever. In this case the money so collected accumulates in the 
Reserve treasuries and remains locked up there.’ This incidentally 
leads us to remark that while India’s money was loaned out in 
profusion for the benefit of the money market in London, it was 
locked up in the Government Treasuries in India when the money 
market there urgently needed accommodation, and the bank rate.s 
that ruled were extortionate. 

The Council Bill system had all the appearance of an elaborate 
device for diverting the flow of gold from India and saving London 
the inconvenience and cost of finding it for India, ‘while acting as 
a receptacle for as much of India’s gold as possible — not to hold 
but to use’.’ 

In his memorandum to the Babington Smith Committee, Sir 
Stanley Reed pleaded forcefully for an abolition of the control over 
the Indian exchanges exercised by the Secretary of State. He 
urged that the Government of India, and to no less a degree the 
Secretary of State, were suspect in the eyes of a large section of 
the Indian community. The Scctetary of State, he pointed out, 
operated 6,000 miles from the great Indian financial centres. ‘He 
was surrounded by, and naturally, amenable to, interests not Indian 
ia their ideas and aims. He acted in secret, and it wa.s frequently 
impossible to obtain any information in India of the groundwork of 
measures which, however wise and expedient in themselves, were 

’ bee Indian Currency and Finance (‘Times of Indi,i’ Press, 19 tj), ,,.57. 
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not understood and were liable to perversion in India. The political 
disiuivantafifes of such complete powers being" exercised in stx'ret 
so far from tlie people vitally aft'ected by them could not be easily 
exaggerated. ’ 

The real objection to the Indian system was not that it was 
managed — for in most civilized countries management in some form 
or other is essential— but that it was ill managed, or at least such 
was the widespread opinion held about it by the great majority of 
those Indians who gave any thought to these matters. In the 
words of Professor Nicholson, ‘it is a bad thing for a country when 
the masses of the people begin to feel that something is wrong 
with the currency’, and, whatever the inherent excellences of 
the gold exchange standard, it certainly had made the people of 
India think that something was very wrong with their currency 
system. 

§4. Inflation of currency and rise of prices. — ^'I’he Hilton-Young 
Commission, as we saw, pointed out that the Indian system was 
unautomatic^ and was especially defective on the side of conlrac- 
tlbility of superfluous cun-ency. One of the inevitable results of this 
was an inflation of currency and an excessive upward movement of 
Indian prices. “ As Professor Nicholson pointed out in his criticism 
of the Report of the Chamberlain Commission, since the converti- 
bility of the rupee was partial and often suspended, it was un- 
avoidable that in course of time, if new additions continued to be 
madCj the cumulative effect must come into operation, causing' a 
general rise in prices. 

With the best intentions in the world, the Government were liable 
to grave errors of judgement in ascertaining the currency requirements 
of the country.^ The demand for rupees often appeared to be 
quite sound and necessary without its really being so, and- 
misjudgements were particularly easy as the rupees once issued to 
the public went up-country and did not come back quickly. 

^ Ante, §1. “ See ch. ix. 

’ ‘Here in India, Gbvernment has been attempting too much; It has taken 
upon itself the whole, task of providing the necessary supply of currency, and 
adjusting it to varying needs of different occasions— a task not completely 
entrusted even to a banking institution in any other great country of the 
world— a task beyond its .ability and one that exposes it to undesirable pres- 
sure. . . . In fact since the closing of the mints the Indian currency .system 
has been managed at the whim of the latest official sent out from England. 
One man could come along and stuff the currency, the next would starve it. 
There has been no plan at all . . ; but always some fresh .experiment advised 
— a gold mint, prohibitive duties on silver bullion — anything or everything.’ — 
Moreton Frewan’s evidence before :the Chamberlain Gommission. .See also 
H. L. Chablani, Studies in Indian Currency and Exchange, pp. 
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§5. A haphazard and expensive system. — I'hc gold exchange 
standard in India had resulted from a series of administrative 
notifications not consistently informed by any deliberately adopted 
ideal. Many of the practices that had come into vogue as integral 
parts of the system had no legal validity. As Mr Dalai remarked 
in his Minute of Dissent (pars. 59-60), the system as a whok^ was 
never clearly and explicitly defined, and this had a general unsettling 
effect. 

The gold exchange standard was often commended for its 
cheapness relatively to a gold standard proper. But if we allow 
their proper value to all its disadvantages as detailed above, it would 
be excusable if we concluded that the cheapness of the system was 
very dearly bought indeed ! 

The system had also failed to destroy the hoarding habit and 
teach the people to appreciate the benefits of economical forms of 
currency.' ' 

§6. Internal versus external stability. — In order to be quite, fair 
to the gold exchange standard, we must count its successes as well 
as its failures, its hits as well as its misses. One of the achieve- 
ments with which it has been credited has been that it gave the 
country a long period of exchange stability. Of course it broke 
down utterly during the War, but this happened to almost every 
other currency in the world. And on the whole, the gold exchange 
standard succeeded in keeping the. foreign exchanges more stable 
than under the silver standard. We must, however, hasten to add 
that not all its critics are inclined to admit even so much. They 
point out that even if the War period is excluded from consideration, 
the system could not be said to have stood the test proposed for it. 
The only time that it was put to the proof before the War was 
during the crisis of 1907-8, and then it was kept standing only with 
the help of outside supports. The Government had to give an under- 
taking to borrow, if necessary, to maintain the standard, and were 
compelled to increase taxation in order to lay down gold.® It was 
therefore only a fair-weather system, which threatened to collapse 
at the least sign of a storm. However, even if we admit that 
prolonged stability of exchanges was one of its positive achieve- 
ments, we must put against this the internal instability of prices 
with a general tendency towards arise which it occasioned. Most 
economists agree that stability of internal prices is far more 
important than stability of the foreign exchanges. Besides, the gold 
exchange standard system was not the only possible wav of obtain- 

' See also §16. 

“ Indian Currency and Exchange, reprinted from the ‘Times of India', 

2 February 1920. , ’ 



CURRENCY AND EXCHANGE, II 


373 


ing stability of exchanges. Under a gold standard system 
also it is possible to have not only stable prices but also stable 
exciianges. But it was not adopted in spite of the incessant clamour 
for it. 

These imperfections of the .system had created much distrust, 
which had been further intensified by too much being left to exe- 
cutive action and by the absence of statutory regulation of the 
duties of the Government as the currency authority. A substantial 
measure of external stability had been attained in the past. But 
what was lacking was the certainty and simplicity so necessary to 
ensure confidence in the currency system and to wean the un- 
instructed public from hoarding and the disinclination to investment, * 

§7. Proposals for reform. — -The Commission examined certain 
alternative proposals for reform, viz. (i) an improved sterling ex- 
change standard;^ (ii) a gold exchange standard;'’ and (iii) a gold 
standard, with or without a g'old currency. 

They rejected the sterling exchange standard as well as the 
gold exchange standard on the ground that, however improved, 
they would both always remain at the mercy of the price of silver, 
any rise in which above the melting point of the rupee would 
involve the disappearance of the coin.'* To meet the situation by the 
issue of lighter rupees, nickel rupees and small notes would be open 
to strong practical objections, especially when it is remembered that, 

1 Hilton-young Commission Report, par. 22. Sir James Begbie, tlis.sentiiig 
from the Majority of the Chamberlain Commission, had pointed out that the 
tolien rupee currency drove gold out of circulation and suggested that in order 
to induce the people to use their stored-up gold, an assurance that they would 
be paid back in gold was necessary — a view which was repeated by Mr (now 
Sir) Dadiba Dalai in his Dis.senting Minute (par. 61) to the Babington Smith 
Committee’s Report. 

” Such a standard could be establislied by (i) amalgamating the Gold 
Standard and the Paper Currency Reseiwes by statute as a single currency 
re.serve under the control of one currency authority and by (ii) reciuiring the 
currency authority by statute to sell rupees for sterling without limit at the 
upper gold point of a fixed parity and similarly by selling sterling for rupees 
at the lower gold point of the same fixed parity. 

A gold exchange standard could be secured by providing that the currency 
authority, instead of undertaking to buy and sell sterling (as under the sterling 
exchange standard) should undertake an obligation to buy and sell, at the 
upper and lower gold points respectively and to an unlimited extent, tlte 
carrcncies of any of the principal foreign countries with a gold standard. 
Hilton-Young Commission Report, par. 26. 

It will he recalled that in consequence of the American Treasury’s silver- 
buying programme and the raising of its buying price there was a sharp rise 
in the price of silver towards the end of April 1935, and’ for some time 
there .was an appi-ehension in India that the price of silver rriight once again 
touch the melting point of the rupee. . . 
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under any exchange standard, the note would be inteninlly conver- 
tible into silver rupees only and not into gold. The sterling 
exchange standard would be open to the further objection that, 
under it, any heavy depreciation of sterling was likely to cause 
niucli dislocation in exchange and internal prices. 

Moreover, the system would lack the simplicity which was 
premised as essential to secure public confidence. The mechanism 
of the exchange standard was too refined and the right of conver- 
tibility was too abstract and one of no direct concern to the general 
public for the existing conditions in India. The backing for the 
token currency was too intangible and invisible. Further, the 
suspicion in tlie public mind regarding the possibility of manipula- 
tion of the mechanism of an exchange standard to the detriment of 
Indian interests would be a fatal obstacle to the smooth working of 
that system. Indian public opinion would only have confidence in 
gold as a solid enough backing for the country’s currency. It 
required some link, not only real but conspicuously visible, between 
the currency of the country and gold. Thus the establishment of 
a true gold standard was indicated as the proper goal of Indian 
currency policy. 

A Gold Standard for India 

§8. Finance Department’s scheme. ‘ — Under a scheme for a gold 
standard submitted to the Commission by Sir Basil Blackett and 
other officials of the Finance Department of the Government of 
India, it was proposed that the silver rupee sliould cease to be 
legal tender except for small amounts, say up to Rs, 50, after a 
period of ten years, during which time it would be convertible into 
g-old currency. The scheme assumed that about Rs, no crores 
might be presented by the public for conversion into gold. In order 
to work the plan it would be necessary to take steps to attract to 
India a large additional amount of gold for currency purposes and 
for the conversion of the hoards. It was also contemplated to sell 
an amount of redundant silver equal to about thrice the world’s 
production for a year. The ideal ultimately to be reached was the 
system then in force in Great Britain under vvhich the note was the 
sole full legal lender in circulation, and the gold value of the pound 
sterling was stabilized by the statutory obligation imposed upon the 
Bank of England to buy and sell gold at rates corresponding roughly 
to the par of exchange. We shall have to wait a long time, however, 
before conditions in India are so far changed that a full legal tender 
metallic currency will no longer be necessary. In the meanwhile, 

k See Indian Currency and Finance (‘Times of , India’ Pressj 1913), p. 57. 
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the attainment of such an ideal system would be expedited by 
expanding" the circulation of notes by making them convertible into 
full-valued gold coins and not merely into over-valued silver rupees. 
In this way the hoarding habit of the people would be discouraged 
by assuring them that when they made investments or deposits with 
banks of a certain gold value they would get back the same in 
gold value. The cost of the scheme was estimated at about 
Rs. I "67 crores per annum during the first five years and thereafter 
from Rs. o- 6 y to Rs. i-ia crores. The proposed limitation of the 
legal tender quality of the rupee was intended to relieve the 
currency system from the consequences of any possible rise in the 
price of silver and to simplify the constitution of the reserves. 

§g. The Commission reject the scheme. — ^Tlie Commission 
rejected the scheme on tlie following grounds : 

(i) The effects of the Indian demand for gold of about ;£i03 
millions (exclusive of the normal absorption for arts, hoards, etc. 1 
on the world’s currency, credit, and on gold prices and rates of 
interest would be adverse and were bound to produce their reper- 
cussions on India as a unit of the world’s trade sy.stem. There 
was urgent need for economy in the use of gold as a commodity 
and money, as there was reason to fear that its supply was likely 
to be found dangerously inadequate, and that general depression 
and fall of prices were to be expected, unless the nations took 
concerted action and practised the most rigid economy in the use 
of gold. 

(ii) There was a large element of uncertainty in the estimates 
of the amount of gold required for giving effect to the scheme, and 
it was impossible to be sure that the additional demand for gold 
could be spread over ten year.s. There was also the possibility of 
people showing a markedly inconvenient preference for gold coins 
as against notes, and of the increased use of gold for hoarding 
and non-monetary purposes caused by the depreciation of silver. 
The putting of gold into circulation was not really necessary to 
call forth the gold hoards, as was assumed in the scheme. 
The real remedy was development of banking and investment 
habits.: 

(Hi) The effect of the scheme on the silver market of the 
world had also to be considered. The future of the white metal 
was very uncertain. There did not seem to be any great possibility 
of curtailed output from the mines even if the price of silver fell, 
since silver is largely won as a by-product. There was already 
a widespread tendency to use notes, nickel and inferior metals 
instead of silver as subsidiary currency, and if in addition the 
Indian demand were also to cease by the proposed dethronement 
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of the rupee, and her normal demand for silver were; to be met. 
by meltings rupees, it was doubtful whether she would be able to 
realize a price of more than 2^d. per oz. for her surplus silver. 
Moreover, the gold price of silver was likely to be further depressed 
by the independent appreciation of gold owing to its shortage in. 
relation to the demand for it. 

(iv) The adoption of the scheme would lead to a heavy deprecia- 
tion of the silver hoards. This ivould especially aJfcct the. poorer 
people, who put their Savings into silver ornaments, and who 
would find their stores of value heavily depreciated. 

(v) China had long entertained the intention of introducing 
some form of gold standard, and the fulfilment of this intention 
was likely to be accelerated by India’s announcement that she 
proposed to sell her surplus silver. I’liis would induce a i'urlhcr 
fall in its price and bring about an appreciation of gold. The 
dislocation of the Chinese exchange caused by India’s proposal 
to sell her silver would exercise a detrimental effect on the, growing 
trade of the world with that country, from which India could not 
possibly escape. 

(vi) There was little possibility of India receiving the indispen- 
sable assistance of England and the United States in raising the 
credits that would be required for ensuring the success of the 
scheme. Both the countries viewed the scheme with alarm, on the 
ground that it w'ould retard the progress of monetary reconstruction 
in Europe and upset world prices. Moreover, the United States 
was afraid that the Indian scheme of a gold standard would deal a 
heavy blow to its great and traditional silver interest. 

(vii) The Commission also emphasized the heavy cost India would 
have to incur immediately in carrying out the scheme and the 
further indefinite cost resulting from, the promotion of gold 
circulation and the consequent check to the natural growth of the 
note^issue. 

§10. The gold bullion standard The Commis.siou argued that 

it was possible to have a true gold standard without putting gold 
into circulation. They proposed- ‘that the ordinary medium of 
circulation in India should remain, as at present, the currency note 
and the silver rupee, and that the stability of the currency in terms 
of gold should be secured by making the currency directly con- 
vertible into gold for all purposes, but that gold should not circulate 
as money. It must not circulate at fir,st and need mt circulate 
ever’. . (Par. 54-) : 

The chief reason, according to the Commission, again.st putting 
gold into circulation is that, the larger the amount of such gold 
in circulation, the smaller the gold reserves and the greater the 
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inelasticity of the credit structure based on them. They endorsed 
the view of the Chamberlain Commission that gold in circulation is 
of douljtful value for the support of exchange. The Commission 
also urged that the gold bullion standard promised to set up almost 
immediately a full gold standard and dispensed with any period of 
transition contemplated in the other schemes. While providing 
for the gradual strengthening of the gold reserves at a rate which 
would not have any unsettling effects on world conditions, the 
scheme was capable of adju.sting itself to any future decision in 
favour of a gold currency, which it was impossible to introduce all 
at once, but for which the door would be left open. The Commi.s- 
sion’s own view was that it would be unwise to contemplate the 
introduction of a gold currency under any conditions, and they 
expressed the hope that India would, in course of time, come to look 
upon it as an obsolete and outworn ideal. The War had taught the 
European nations to dispense with the expensive luxury of a gold 
currency. The restoration of the gold standard in England in 1925 
had been effected without the reintroduction of gold into circulation, 
so that what was practically adopted was the gold bidlion standard. 
In the United States also gold, which circulated in theory, did not 
circulate in practice. Indeed, according to some high authorities, 
g'old in circulation was coming to be regarded as a sign of a 
backward civilization. Under the Commission’s scheme the obliga- 
tion to be imposed by statute on the currency authority was : 
to buy and sell gold w'ithout limit at rates determined with reference 
to a fixed gold parity of the rupee but in quantities of not less than 
400 fine ounces, no limitation being imposed as to the purpose for 
which the gold was rec(uired, so as to ensure the stability of the gold 
value of the rupee and the stability of exchange within the gold 
points corresponding- to the selected parity. Gold was thus to be 
made the real standard of value. The rupee was to be linked to 
gold and not to sterling or any other currency or group of curren- 
cies. While the system was an absolute gold standard and not 
an exchange standard as hitherto, because rupees and notes were 
to be convertible Into gold bars for any purpose, the compensatory 
mechanism of the exchanges was preserved, as gold bars arc 
not currency. The currency would be expanded when notes or 
rupees were issued by the currency authority in exchange for 
gold bars, and contracted when it gave gold bars for notes and 
rupees. 

The conversion of rupees into gold bars and not coin, the de- 
monetization of the sovereign (proposed in order that the existing 
hoards of gold coins might be prevented from entering into circula- 
tion) and the system of gold savings certificates (explained below in 
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§12) would all tcad to rob the hoards of their power of disturbing- 
internal prices and money rates. 

§11. Buying and selling rates for gold.— Buying and selling- 
rates for gold, fixed with reference only to the par value ol: the rupee 
and without reference to the costs of importation or to any devialion 
in the value of the currency from its gold parity, would make the 
currency authority the cheapest market for gold. This would not 
only de-stroy the gold bullion market in India, but would also saddle 
the currency authority with the work of selling g-old for non-monetary 
uses, which does not properly belong to it. In order to free it. from 
this obligation, the Commission i-ecommended that the selling prices 
of gold should be fixed at such rates as would make possible the 
replenishment of the stock of gold without loss by importation from 
London. ‘ 

The Commission proposed the removal of the legal tender quality 
of the sovereign so long as the amount of gold in the reserve.s was 
not big enough for the introduction of a gold currency, and so 
long as no definite decision in favour of a gold currency was taken. 
Otherwise, the gold from the reserves might pass into circulation, 
preventing any contraction in the currency and counteracting the 
compensatory effect of the exchanges. 

§12. Savings certificates payable in gold. — As the obligation of 
the currency authority to buy and sell gold related to quantities 
of not less than 400 ounces of gold, it would be the bunkers and 
bullion brokers who would make direct use of the provision and 
not the people at large. Therefore, to secure popular confidence 
in the currency system, the Commission recommended that the 
Government should offer for sale savings certificates (in denomina- 
tions of one tola and an integral number of tolas) redeemable in 
three or five years in legal tender money or gold at the option of 
the holder, and giving him an attractive yield in interest. This 
would of course involve the strengthening of the gold in the currency 
reserve-s. These certificiites would stimulate investment, call forth 

‘ Till; par value of the rupee as propo.sed by the Commission wa.s is, Cid. 
(8'47 grains of fine gold) or Rs. 13‘37 for £1. The par value of a tola of gold at 
this rate was Rsi 21-3-10. The Commission proposed as many gs three different 
selling rates for gold, based on London : as the gold centre for India; (i) When 
the T.T. rale on London -was at or above the upper gold point (i.v. t> 13/64^.), 
the selling rate for 5 delivery in Bombay was tO: be -the same as, the ibuying rate, 
viz. Ks. 21-3^10 per tola of fine gold. 

When the T.T. rate on London was belo.w the upper gold point, the 
selling rate (ii) for delivery in London was to be Rs. 21-7-9 (allowing for cost 
of transport to London); (iii) while for delivery in Bombay it wa.s to be 
Rs. 2I-II-9 (allowing for twice the cost of transport). Sue Hilton-Young Cow- 
:: mission Report^: p.;;9S.'> -(kk ^ 
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hoards and supply a direct and visible proof that gold was the 
standard of value, and that the rupee and gold were mutually con- 
vertible one into the other. 

§13. Convertibility of notes. — -The Commission recommended 
that the existing' anomaly in the Indian currency system due to the 
obligation of the Government to convert one form of note, namely 
the note printed on paper, into another form, namely the rupee, 
which is merely a note printed on silver, must be removed, to rid 
the system of the threat involved in a rise in the price of silver. Of 
course the promise of converting the existing notes into rupees 
must be kept. But no obligation for conversion into silver rupees 
should attach to the new notes. It was, however, essential that 
faeilities for the free exchange of notes for rupees should be 
provided, so long as the people desired to obtain metallic rupees, 
in order to inspire public confidence and ensure the popularity of the 
note issue.. 

The Commission proposed the re-issue of the one-rupee notes 
with full legal tender power and, like the other notes of the new 
status, not legally converthale into silver rupees. This would help 
in popularizing the use of notes and offering a way out, in case the 
price of silver should ever again rise above the rupee-melting point. 

In view of the withdrawal of the existing legal right of converti- 
bility of notes into rupees, it was necessary to impose a statutory 
obligation on the currency authority to convert all notes, excepting 
the onc-riipec notes, on demand into legal tender money, that is, into 
notes of smaller denominations or silver I'upees at the option of the 
currency authority, thoug-h all reasonable demands of the public 
for metallic currency should be met in practice. 

§14. Unification and composition of the reserves. — 'The Com- 
mission recommended that the paper currency and gold standard 
reserves should be combined into one currency reserve so as to 
ensure the efficiency of its working and make it simpler and more 
intelligible to the public. 

As rtigard.s the new reserve, the Commission recommended that : 
(i) The composition and proportion of the reserve should be laid 
down by statute so as to ensure automatic expansion and contrac- 
tion of currency and the compensatory effect of the exchange, (ii) 
The proportional reserve system should be adopted, and gold and 
gold securities should form not less than 40 per cent of the reserve. 
The currency authority should strive to work up to a reserve ratio 
of 50 to 60 per cent. The gold holding should be raised lo 30 
per cent of the reserve a.s soon as possible, and 25 per cent within 
ten years. During this period no favourable opportunity of forti- 
fying the gold holding should be allowed to escape unutilized. Of 
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the gold holding at least one-half should be held in India, (iii) The 
silver holding in the reserve should be very substantially reduced 
during- a transitional period of ten years, (iv) The balance oJ: the 
reserve should be held in self-liquidating trade bills and 
Government of India securities. The ‘created securities’ should be 
replaced by marketable securities -within ten years, (v) R.s. 50 crores 
might be regarded as the approximate liability in respect ol the 
contractibility of the rupee circulation. An amount equal to one-filth 
of the face value of any increase or. decrease in the number of 
silver rupees in issue should be added to or subtracted from this 
liability, and the balance of profit or loss should accrue to or be 
borne by the Government revenues. 

The Commission urged that the fortification of the gold reserves 
in the manner described above would Involve the minimum risk and 
expense and was necessary (i) to enable the currency authority 
to discharge its obligation to sell gold in exchange for currei-icy 
and in view of the new status of the notes which were con- 
vertible into gold ; (ii) to enable the Government to encash the 
gold certificates in case they proved to be popular; and (iii) to 
facilitate the introduction of a gold currency if it was decided to 
have it. 

In the opinion of the Commission, silver reserves were out of 
place in a gold standard .system, but the peculiar position of the 
rupee, due to the fact that it forms a large proportion oC the total 
circulation, and the considerable seasonal ebb-and-flow in this form 
of currency, made it necessary to hold a part of the reserve in 
silver^ The one-rupee note would reduce the quantity of rupees 
required, and therefore the silver holding in the reserve should be 
lessened in the period of transition, from Rs. 85 crores (on 30 
April 1926), to Rs. 25 crores. 

The Commission recommended that the rupee securities of the 
Government of India held in the reserves should be limited to an 
amount equal to .so much of the circulation as was unlikely to be 
withdrawn, plus such further amount as could be easily realized 
without disturbing the Government’s credit, because such securities 
are less desirable as assets than trade bills, which, unlike the former, 
possess the quality of automatically expanding and contracting 
currency in accordance :With the needs of the country, independently 
of the will and judgement of the currency authority. Moreover, a 
larger holding of Government securities would malce tlieir realiza- 
tion in case of need,, difficult. The nevv arrangements for the issue 
of paper currency and the position of the Currency Reserve since 
the establishment of the Resei-ve Bank of India (April, 1935) are 
reviewed in chapter X.- 
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Gold J3ulhon versus Gold Currency Standard 

§15. Critique of the gold bullion standard. — In the words of 
Sir Stanley Reed, ‘the responsibility remitted to the (Hilton-Young) 
Commission was not the mere stabilization of the rupee, but the 
establislimcnt of the standard which would command reasoned 
confidence in India, to link the rupee to that standard, and to 
provide for its satisfactory control, automatic working and stability; 
to briitg the control of currency and credit under a single authority 
and to free the Indian currency and exchange system from the 
dominance of the silver market. In short, it was to establish the 
rule of law in place of tire practice of administrative discretion’.^ 
The Commission claimed for tlie gold bullion standard which they 
advocated that it made gold the sole standard of value and ensured 
the absolute convertibility of the internal currency into gold for 
all purposes, though it so arranged matters that, while gold was 
to be always available in exchange for currency in India, gold 
would remain in the central reserves for use in supporting the 
exchange value of the currency, but would not go into circulation.^ 
The latter object was to be fulfilled by the demonetization of the 
sovereign and the sale by the currency authority of gold in the 
form of bars. Its purchase from the same authority by the public 
for non-currency purposes was to be guarded against by offering 
gold in quantities of not less than 400 ounces (or 1,065 tolas) at 
a time and at a rate inclusive of the cost of importing gold from 
London to Bombay. 

The convertibility of legal tender currency into gold bars may 
be good enough for banks and bankers, but for the masses it is 
quite inadequate and unintelligible. Also the minimum limit of 
400 ounces is excessive and impedes the convertibility into gold 
so much as to make it unreal.'’ The demonetization of the sovereign 
and half-sovereign was widely criticized as a definitely retrograde 
step, since even under the exchange standard before the War, a 
considerable number of sovereigns, estimated at _^6,ooo,ooo, were 
in the hands of the public. Even in England, under the new 
currency arrangements of 1925, the sovereign was not demonetized. 

§16. Case for a gold currency standard in India. — ^'fhe Commis- 
sion’s scheme of the gold bullion standard was obviously influenced 

' See Indian Year lioolz, 1927, p. 302. 

Sir Basil Blackett’s spc-'ech: at Delhi, 23 November 1926. 

’ The minimum limit for buying and selling was reduced in the second 
Reserve Bank Bill (published in January 1928) to ago tolas. This shows that 
the original limit was lelt to be too high. The lower limit was first suggested 
by the Joint Committee on the original Reserve Bank Bill. 
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by the analogy of the English system. The restoration of the gold 
standard in the form of a bullion standard in England in 1925, it 
is said, marks a considerable advance in the world’s currency 
evolution towards the ideal system of an international exchange 
standard as recommended by the Geneva Conference in .1922, under 
which the internal currency would consist of inconvertible paper, and 
gold would be available only for liquidating foreign debts. Hut what 
suits an advanced nation like England may not suit a backward 
country like India. The English, people are far better educated and 
have a far greater confidence in the currency authority than the 
people in India. Also, in England, under the old system of a gold 
currency standard, there has been a great development of banking 
and investment habits among the people. In India, on the con- 
trary, thanks to the vagaries of the gold exchange standard and 
of its official management, public confidence has been impaired 
and the hoarding habit has been encouraged. The people arii 
inclined to look asknnee at ‘refined and logical currency ay atoms’ 
and prefer the cruder hut well-tried variety of gold standard. 
Moreover, the persistent refusal on the part of the authorilics to 
satisfy the demand for a gold currency has added to the strength 
of the desire for it. Most people in India are incapable of going- 
through the intellectual gymnastics required .for grasping the con- 
ception of a gold rupee as equivalent to 8‘475i grains of gold. The 
Commission’s proposal in regard to the certificates payable in gold 
bullion' is not likely to be entirely satisfactory for the purpose of 
demonstrating to the people the solidity of the gold basis. 

The gold currency standard is by no means the last word in 
currency wisdom. It is obviously very expensive, and although it 
is preferable from the point of view of stability of prices to a gold 
exchange standard as we have known it in .India, it does not 
provide complete immunity from undesirable price fluctuations. As 
Dr Cannan observes, ‘to tie the purchasing power of money to- 
that of a single metal, though that metal is a very fine one, which 
would he put to an immense number of u.ses if it were less scarce 
than it is, has been rightly described as an expedient fit only for a 
barbarous age’. =* Many novel schemes promising a more perfect 
stability have been propounded since the time of Ricardo, and 
progress no doubt requires constant though cautious experimenta- 
tion to test their practical utility, instead of merely allowing them 
to slumber ‘in the dormitory of the understanding'. .But it is 
generally believed that, before any such experiments can be tried 
with a reasonable chance ; of successj it is first necessary for all 

yAhte, P.37S. 

* .See Rconomic Joutnal, June 1924, p. 161. 
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the countries to put themselves on a firm g-old basis. ‘When the 
golden thread runs between all the nations of the world” it will 
be easier lor them to introduce higher forms of currency regulation. 
'I'lie, exact type of a gold standard to be adopted by any given 
country will of course depend on its special conditions. In India 
present conditions point to a gold standard with its usual concomi- 
tant ol a gold currency. Under the existing conditions in India 
a gold currency cannot be regarded as an unnecessary luxury or 
a mere matter of traditional etiquette associated with the gold 
standard. Tins is why almost all Indian witnesses, and some 
European witnesses of unquestioned competence, like Dr Cannan, 
strongly urged on the Hilton-Young Commission the need for the 
adoption of a gold currency standard. Sir Basil Blackett himself 
expressed the view (in his Delhi speech) that, before India could 
think of any ideal system she would probably have to pass first 
through the stage of having g-old coin available, into which alt 
other forms of currency would be convertible at will. The simplicity 
and intelligibility, which the Commission admit as being indispens- 
able requisites of any currency system that could be regarded as 
satisfactory for India, cannot be said to be the distinguishing 
features of the gold bullion standard as recommended by them. 

§17. Other objections to the Commission’s proposals. — The 
buying and selling rates of gold proposed by the Commission have 
also been subjected to unfavourable comment. The regulation of 
the rates in such a manner that the currency authority will buy 
gold when it is cheapest and sell it when it is dearest in the 
market will have the effect of making the buying and selling tran- 
sactions rare in India. This applies especially to the sale of gold 
by the currency authority. The public will buy only when the pur- 
chase is necessary for export purposes. Further, the offer to sell 
gold at a more favourable rate in London than in Bombay, proposed 
by the Commission when exchange is below the upper gold point, 
would encourage, or perhaps is intended to encourage, the delivery 
of gold in London. This has been objected to as perpetuating one 
o£ the evils of the gold exchange standard,® In this connexion 
we may refer to the Commission’s recommendation that ‘of the 
(Reserve) bank’s holding of gold coin or bullion, at least one-half 
shall be held in the bank’s custody in India, while the remaining 
half may be held outside India in the custody of its branclK;s or 
agencies or deposited in other banks earmarked for the bank’s 
account. Gold in any mint or transit belonging to the bank shall 

” D. M. Mason, Monetary Policy, igi4-sS, p. Jo8. 

^ .Sue. P, B, Junnarliar, An Examination of the Currency Commission's 
Report, p. SS- ;V ■ 
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be counted as part of its reserves' (par. 145)- The large holding' 
of gold securities recommended by the Commission means that 
our reserve to that extent will be invested abroad. In view of the 
suspicion and distrust which the practice of holding reserves in 
London has engendered, special care was necessary not to prop<jse 
any arrangements which would involve the location of Indian moi'icy 
in London. That suspicion and distrust still persist is brought 
out by the fact that the non-olficial majority on the Joint Committee 
to which the Reserve Bank Bill (1927) was referred, insisted on 
introducing a clause that, at the end of ten years, at least half the 
gold assets in the new reserve should consist of gold coin or 
bullion, with a view to ensuring the free inflow of gold into India, 
which otherwise might be intercepted by the substitution of gold 
securities for gold coin or bullion. They also insisted that 85 
per cent of the gold coin and bullion in the total reserve should 
be held in India.^ Apart from the question of public confidence in 
currency matters, the transition from the gold bullion to the gold 
currency standard which the Commission are anxious not to impede, 
if the people should desire it, will be rendered difficult if large gold 
assets are held abroad in the form of securities. 

§18. Alternative schemes of a gold currency. — The Commission 
do not seem to have given proper consideration to any other 
schemes for the introduction of the gold standard than the Blackett 
scheme. There were several other proposals before them which 
appeared reasonably workable. For example there was a scheme 
elaborated by Dr Gregory which promised the introduction of a 
full-fledged gold standard at the end of five years without involving 
excessive cost. There was another scheme proposed by Dr Cannan^ 
in which he showed how the transition to a gold currency standard 
should be made in India ‘without any large risk at any point and 
at the same time with considerable rapidity’. He suggested the 
following steps for achieving the transition: (i) At once open the 
mint to the free coinage of gold, the mint to be bound to give as 
much gold in coin as it received in bullion, less a small charge for 
the cost of manufacture, (ii) At the same time declare the new 
coins and equivalent old ones, if any, to be legal tender (unlimited) 
as rupees at the ratio fixed, (iii) At the same time suspend all 
additional issue of silver coin, and stop all additional issue of notes 
redeemable in silver, (iv) Then make the notes convertible into 
gold coin at the option of the holder, but proceed by instalments, 
taking -first the notes of largest denomination, and proceeding 

7 * ^"^8 of the Joint Committee on the Reserve Bank Bill, ckaisus 

^ See IltUon-yomg Commission Report, Appendices 80 and 81. 
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<lo\vn\v;u-ds, class by class, very rapidly if no demand appear at 
each stase, till all the notes are convertible into gold, (v) Then 
apply the same method to the silver rupees, talcing' them in instal- 
ments, beginning with those of most recent date. 

In this way Dr Cannan thought that complete convertibility of 
silver coins and notes into gold could be introduced in the cour.se 
<jf a. single year without causing any appreciable demand for gold. 
‘The overwhelming majority would not become aw'are that any 
change was going- on, and those who knew about it would have 
no reason for taking any action.’ There is no reason to fear that 
an inconveniently large number of rupees would be presented 
for conversion into gold. The Commission most probably over- 
estimated the stock of siu-plus rupees, just as the Finance Depart- 
ment gave an exaggerated estimate in order to err on the safe 
side. If no attempt is made to limit the legal tender quality of 
the rupee, there is no particular reason why people should be anxious 
to convert their rupee hoards into gold. As Dr Cannan puts it, 
‘to bring them out would be inconvenient to the owners owing' to 
the risk of publicity and robbery and nothing would be gained 
by it except some saving in the space, which is really quite negligible 
in the case of hoards already made’. 

Gold coins may at first be preferred to notes, but probably this 
would only be a temporary phase. Besides, notes would always 
be preferred for bank cash reserves and for remittances, and when 
they are made unconditionally convertible into gold there is every 
chance of their increasing in popularity. As the. existing stock of 
rupees becomes gradually absorbed in circulation with increasing 
demand for currency, it should not be difficult to lay down sufficient 
gold to be held as a reserve against notes. Further, it may be 
expected that part of the large amount of gold which is normally 
imported into the country year after year in liquidation of the 
balance of trade would be presented for obtaining currency. The 
gold reserve could also be gradually strengthened by the redemp- 
tion of the English securities in the Gold Standard and the Paper 
Currency Reserves. Lastly, the gold that is at present hoarded 
is likely to come out, especially if the necessary steps are taken 
to hasten the development of banking organization in the country. 

As regards the hostile attitude of ; other nations, which the 
Commission thought was bound to make futile any attempt to 
introduce a gold currency into India, this will depend on the amount 
of gold India is likely to absorb.' Dr Gregory and other authorities 
do not anticipate that the Indian demand will be so huge as to 
cau.se any considerable unsettlement in the gold market of the world. 

That a gold currency would depress the price of, silver and 
't' .11^25 :„■■■ 
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consequently the value o£ the large silver hoards of the. masses 
to some extent need not be denied. But this argument was equally 
valid when the mints were closed in 1893. It did not then suffice 
to stay Government action which, on tlie whole, has been regarded 
as entirely justifiable in the circumstances. It may pcrliaps also 
be urged — though we do not care to stress the argument too much 
— tliat, iklthough the hoards may be very large in tlu; aggregate, 
the individual share of the hoards is snudl and the loss on it will 
not be felt .so severely as the aggregate figure would .suggest. 
.\nother point, to which again we do not wish to attach too much 
importance, is that if silver is likely to depreciate, gold is likely to 
appreciate and for the same reason. The loss on the silver hoards 
nhl, therefore, be counterbalanced in some measure by the gain 
on the gold hoards. 

After having said all this in favour of a gold currency standard 
in India, we must admit that in view of the present shortage of gokl,^ 
the widespread breakdoAvn of the gold standard since vSeptember 
1931, the absence of the requisite conditions for the successful 
operation of this type of standard and its uncertain future, the 
thought of taking any immediate steps in the dirccliun of a gold 
currency standard or even the gold bullion standard must for the 
moment be abandoned. Even if we succeed in evolving in the near 
future a moderately satisfactory gold bullion standard when world 
conditions are favourable for a return to the gold standard, we 
shall have reason to congratulate ourselves. 

The Commission did a valuable service to India by recom- 
mending that the gold e.xchang-e standard, which had been the 
cause of so much discontent, should be definitely scrapped, and 
that the official control over currency and exchange should disappear 
utterly and for ever. But the unsatisfactory gold bullion standard, 
which they proposed as an effective remedy for all the evils of the 
gold exchange standard, has not excited any enthusiasm in the 
minds of the Indian people. A genuine type of gold bullion stand- 
ard suited to Indian conditions would have been more acct^ptable 
failing the full-fledged gold currency standard at the time the 
Commission’s recommendations were made (1926). I’lie question 

‘ The higher ratio wouliJ bring down the price not only of silver but of 
all other commodities as well. If the value of silver goes down by lej per cent 
in terms of rupees, this would be no hardship, because the value of the rupees 
in terms of commodities would, go up to the same extent. The Commission’s 
argument refers to a probable fall , in the value of silver greater in degree than 
that suffered by other comniodities. This point seems to have beert misunder- 
stood by Irofessor K. T. .Shah. See .Shah, Sixty Years of Indian Finance, 
(second edition), p. 519. .y ■ 

- See G. Cassel, The Crisis in the World's: Monetary Systi’in, p. If. 



CURRENCY AND EXCHANGE, H 


3S7 


of llie monetai-y standard in operation in India today (1936) RHtl 
the future standard of India are dealt with later in tlie chapter. 

Stabilization of the Rupee 

§ig. Need for stabilization. — The restoration of the gold stan- 
dard in England and the recovery of sterling in terms of gold 
(April 1925), the return in the Dominions and other countries to a 
gold basis and the comparative stability attained by world prices 
seemed to the Commission to warrant the belief that the time was 
fully ripe for the stabilization of the rupee. In order to obviate 
all uncertainty regarding the future of the exchange as well as to 
put a stop to all discretionary variations in the rate of exchange, 
immediate stabilization was essential. It was also desired by an 
influential section of th'e public as early as September 1923'' (when 
the rupee was very near 1,5. i\.d. gold) for the .sake of putting an 
end to the artificial situation created by the retention on the statute 
book of the fictitious 2S. g-old ratio. 

§20, The ratio of stabilization. — The Commission recommended 
that the rupee should be stabilized in relation to gold at a rate 
corresponding to an exchange rate of 6d. for the rupee, thus 
giving it the value of 8-47 grains of gold. They thought that at 
that rate prices in India had already attained a substantial measure 
of adjustment with those in the world at large, and that any change 
in it would mean a difficult period of adjustment and widespread 
economic disturbance. They argued as follows: 

(i) During- 18 months, from December 1922 to June 1924, 
while the rupee ivas w'orth about is. 3d. gold, the rupee price level 
ranged round a mean of about 176. 

(ii) In the succeeding year, while the rupee was rising to 
I.S-. 6d. gold, the rupee price level fell below 160. (The rupee 
had risen to about li. 6d. gold by January, and was held within 
is. 6d. gold points after the end of May 1925. From July 1924 to 
June 1925 the rupee price level fell from 179 to 157.) 

(iii) Since June 1925, while the rupee had remained at about 
I.?. 6d. gold, the rupee price level had ranged round a mean of 
about 158, and had begun to show a tendency to fall in sympathy 
with world prices. 

The level of world gold prices had been approximately the same 
at the beginning of period (i), and at the end of period (ii), 
showing that (luring the period of change there was a mutual 
adjustment of prices and exchange, and that a .substantial 
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ec(ullibrium had been attained about the middle of 1925 and 
maintained since. ^ 

The main contention of those who doubted the adjustment of 
prices to the i^. 6cL ratio wa.s that it was not till June 1935 that 
the rupee had attained i^. 6d. gfold. Since then the rujiec prices 
had been practically stable in relation to the viairld prices, Ihere- 
fore adjustment had still to take place. Tlie Commission retorted 
that although the rupee did not definitely reach is. Cid. gold till 
June 1925, it had, between July 1924 and January 1925, already 
traversed more than eigdity per cent of its upward journey from 
IS. 3d. to IS. 6d. gold; and that before June 1925 there had 
already taken place a heavy fall in rupee prices in relation to world 
prices, which was the complement of the steep rise in exchange. 

The steadiness of the exchange during the twelve months pre- 
ceding also showed that the difference between external and internal 
prices had been adjusted. 

The so-called manipulation by the Government in order to keep 
the exchange at the level of is. 6d. merely amounted to a normal 
addition of currency during the busy season and equally normal 
contraction at the end of it. 

That there was no disequilibrium between internal and external 
prices was also indicated by the fact that neither exports nor 
imports were adversely affected. 

§21. Wages. — ^I'he Commission argued that when exchange 
and prices have been steady over a considerable period, there is 
justification for assuming that wages are in adjustment unlcs.s 
there are clear indications to the contrary. The statistics of foreign 
trade appeared to strengthen the assumption. 'J’he depression in 
agriculture, pre-eminently India’s greatest industry, was in no way 
due. to lack of adjustment between agricultural watges and the 
exchange. With regard to the Government services, the increase 

‘ Sir Ba.sil Blackett, bringing the figures down to May losC (that i.s, a 
little before the Report , jvas signed), presented the Coramis-sion’s argument 
'.thus: 


Gold parity U.S.A. Calcutta 

of . rupee | prices | rupee prices 


December 1922 
May 1926 


It was sought to prove with the help of these figures th.-it the fail in Indian 
prices ivas sumcienlly great for adjustment to the new rate even after making 
allowance for the sympathetic influence of. the downw.ard movement of world 
prices. See J. C. Coyajee, The Ratio Controversy in India, p. ,|6i. 
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in the value of the rupee to i-v. 6d. had enabled the Government to 
refuse increases of pay which it might otherwise have been difficult 
to resist. As to the manufacturing industries, in the jute mill 
industry in Bengal, the wages were in line with existing price 
levels and cost of living. The steel industry was suffering not 
so much from high wages as from the stress of foreign competition, 
stimulated in some cases, as for example in the case of imports 
from Belgium, by depreciating exchanges. In the cotton mill 
industry, wages were apparently still too high, for, whereas the 
index figure of wages of mill-hands was 231 (as compared with 
100 in 1914), the index numbers of wholesale prices, retail food 
prices, and cost of living were only 150, 150, and 153 respectively. 
This indicated that either the pre-War rate of wages was too low 
or that the existing rate was excessive. However that might be, 
it was highly undesirable to produce a concealed reduction in wages 
by adopting the lower ratio, and in any case it was highly improbable 
that the desired equilibrium could be secured in this manner. 

§22, Effect on contracts. — ^The Commission admitted that many 
of the current land revenue settlements had been made when ex- 
change was at I .S'. 4d., but in view 'of the great rise in prices 
since 1914, the real incidence of land revenue, measured in terms 
of commodities, had been very materially lightened, and, therefore, 
the IS. 6d. rate could not be regarded as constituting any great 
hardship. With regard to other long-'lcrm contracts, the Indian 
exchange had been more or less unstable during the previous eight 
or nine years, when it was never at or near ix. 4(2. for any length 
of time so as to admit of adjustment on the basis of the old rate, 
and contracts and arrangements concluded prior to 1918, and still 
in existence, did not bulk as largely in the economic life of the 
country as those concluded during the subsequent eight and a half 
years, during which period the exchange had been in a state of 
flux. In anv case, after the prolonged disturbances which had 
taken place, it was impossible to do absolute justice to the long- 
term creditor and debtor by fixing on any particular rate of 
exchange. 

§23. Arguments for Is. 4d. considered As regards the con- 

tention that the is. 4(2. rate is the ‘natural’ rate for the rupee, the 
Commission argued that the only rate which could be properly 
regarded as natural was the figure at which prices were in adjust- 
ment with the existing volume of currency and in equilibrium with 
external prices. And from this point of view i.v, 6(2. appeared to 
them to be clearly the ‘natural’ rate in the existing circumstances. 
If, on the other hand, by natufal rate was meant that rate whicdi 
would establish itself in the absence of' statutory enactment or 



390 


INDIAN KCONOMICS 


ex(!Ciilive nation to anchor the rupee at a particular point, on this 
supposition there would be such extensive fluctuations in the rate 
of exchange, in a country like India with its wide seasonal fluctua- 
tions of trade, that it would be impossible to distinguish any 
particular rate as ‘natural’. 

The argument that the is. 6 d. rate had come into being through 
Government manipulation was in any case irrelevant. \\ hen 
prices and other conditions were in adjustment with those in the 
world at large on the basis of an existent exchange rate, the 
question of the means by which that rate had come into existence 
had no bearing on the extent or violence of the economic distur- 
bances to be expected from an alteration in the rate. 

Even if the view tliat prices and wages had been sulistaiitially 
adjusted to the is. 6d. rate were challenged, it could not lie seriously 
contended that they were in any way adjusted to the rafe 
of i.,v, i\d. bccaii.se that rate had never been clTcctive sulliciently long 
during the preceding eight years or so. In so far as adjustment 
had taken place at all, it must have been to the higher rate of 
IS. 6d. The reversion to is. 4cZ. in these circumstances was bound 
to produce a general rise of prices to the extent of lal per cent, 
a change which would press severely on consumers in general and 
especially on the poorer paid members of the literate classes. It 
would also result in an arbitrary reduction of the real wages of 
labour for which there was no justification in equity or in expedi- 
ency. The finances of the Government, Central a.s well as 
Provincial, would be seriously upset by a reversion to i.f. 4fL, w’hich 
would furtlier postpone indefinitely the long and loudly called-for 
abolition of provincial contributions. 

§24. Minute of dissent.— Sir Purshotamdas Thaknrdas in his 
Minute of Dissent pointed out how the Government had made up 
their mind to raise the exchange to is. 6d. and had surprised the 
Commis.sion with a fait accompli 50 as to prejudice lioth their in- 
quiry and finding. Pie .shows how the Government threw away 
the opportunity in September and October 1924 of stabilizing the 
rupee at the pre-War rate of ix. 41!. and used the fictitious ratio 
of 2s. gold on the statute book as a potent weapon for rigging- 
lip the exchange — a procedure which involved serious contraction 
of currency. 

PIls main conclusions were as follows: 

(i) No adjustment in wages had taken place and none was 
likely without a struggle, (ii) Until adjustment was complete, the 
I,?. 6d. ratio presented the foreign manufacturer with an effective, 
though indirect, bounty of laP per. cent, which would place a heavy 
strain on Indian industries, (iii) A. change in the ratio would mean 
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an additional burden of 12-J per cent: on the large bulk of the 
debtor class who were mainly agriculturists. The debt being an old 
one of long standing', it was natural to assume that it was mostly 
contracted on a is. ^d. basis, (iv) The adverse effect on public 
finances of a reversion to is. 4^. had been exaggerated. As against 
the increased rupee expenditure in regard to sterling liabilities in 
England, there would be an increased customs revenue of Rs. 2T33 
crorcs under is. 41/., increased receipts from income-tax owing 
to industries being spared the disturbance inseparable from is. 6d., 
and the avoidance of bounties, etc. to industries as cover against 
foreign competition. Moreover, whatever the advantage to the 
Government, it is paid for by the producer who has to accept so 
much less in rupees for his produce, (v) The adverse effects of 
IS. 4ti. on a small section (about 21 per cent) of the population 
■consisting of the poorly paid members of the literate classes must 
be allowed less w'eight than the suffering which the hig'her ratio 
would entail in the case of the remaining 79 per cent of the total 
population. As to labour, the existing rate of wages was suffi- 
ciently high to cover a possible rise in prices caused by the adoption 
of IS. 4d. In any case there was the compensating advantage of 
a continuity of employment due to the fact that the lower ratio 
would ensure greater prosperity to industry and agriculture, while 
the higher ratio was sure to injure both, (vi) The pre-War ratio 
of IS. 4d. was disturbed as a result of the War in common with 
the ratios of other countries of the world. But other countries 
had invariably striven to restore their pre-War ratios. Even if 
it were granted that the disturbance involved in either case was 
equal, the decision should still be in favour of is. ^d. 

§25, The ratio controversy examined. — The Majority Report and 
the Dissenting Minute together provided a complete armoury from 
which combatants on either side drew their weapons in the fierce 
controversy which raged round the question of the ratio. However 
plausible the arguments may look at first sight, on a closer scrutiny 
it is possible to detect several Haws in the reasoning employed by 
the advocates as well as the opponents of the new ratio. 

(i) Criticism of the Majority’s arguments . — The Majority begin 
by pointing out that the index numbers, on which they base their 
arguments regarding the price adjustments to the is. 6 d. ratio, are 
by no means an infallible gtiide.^ But by the time they finish their 
calculations based on these selfsame Imperfect index numbers, they 
somehow succeed in attaining an absolute and well-nigh helpless 
conviction that substantial adjustment had undoubtedly taken place, 
and they work themselves up to an almost apostolic fervour in 

‘ See Hilton-Young Commission Report, pars. 178-9. 
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favour of is. 6d., forgetful of their own warning- about the uiireli- 
•ability of the index numbers. (Sir Purshotanidas also lays himself 
open to a similar criticism when, from the same statistical niatiu-ial 
as employed by die Majority, he obtains a precisely opposite con- 
clusion and shows an equally unwarranted and unquestioning Ifiith 
in the accuracy of his re.sults.) 

No statistical evidence is adduced by the Majority to show that, 
agricitltural wages ivere in adjustment. On the contrary, Sir 
l^ur.shotamdas gives convincing figures indicating that no decline 
in agricultural wages had occurred.^ In the case of Government; 
services, the Majority are driven to resort to the negative ami 
unsatisfactory argument that the is. 6d. ratio had prevented an 
increase in the salaries of Government servants wdiich would other- 
wise have been inevitable. It is only as regards the jute industry 
that they are able to make a positive assertion that tlu: u-ages were 
in correspondence with current prices and cost of living. IJut in 
the case of the important cotton industry they are compelled to 
admit a serious maladjustment between wages and prices. Not 
content w'ith trying to show that the bulk of the; contracts were 
short-term and therefore not afl’ected by the new ratio, they go 
out of their way in attempting to prove that even in the case of the 
long-term contracts the is. Gd. rate did not constitute a hardship, 
because, for example, in the case of the land revenue sedlcments, 
the real incidence of land revenue had been materially lightened 
owing to the very great rise in prices since 1914. They argue 
against the concealed reduction of the wages of the mill-hands by 
manipulation of. exchange, and, for the sake of consist ency, they 
should have regarded the concealed increase in the land revenue 
assessment as one of the valid points against the i.\'. 6d. ratio. 

From the fact that, beginning from the year 1917, for about 
eight and a half years, the rate was at or about is. 41/. only for a. 
short period, they argue that the great bulk of the contractual 
obligations originated when conditions were based on the is. 6d. 
rate, or at all events after exchange had broken away from 

But although conditions were in a state of flux during the eight 
or nine years referred to by the Commission, it is not unlikely that 
a considerable number of contracts were entered into 011 the liasis 
of IS. 4d. For it cannot be denied that this had come to be widely 
regarded as the permanent or natural ratio, having been in uninter- 
rupted operation for the long pre-War period, between 189S and 
1914, and there was a general expectation that when Ihe upheaval 


, ‘ See Minute of Dissent, par. too. 
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ctiused by the War had spent its force and conditions assumed their 
normal complexion, the pre-War ratio would again be restored. In 
par. igS of the Report, the Majority may be said to admit the 
existence of such general expectation, since they refer the falling 
tendency of the exchange in April 1926 to public speculation on the 
]iossibility of a lower rate than is. 6d. being- recommended by the 
Commission. • 

The Majority, while rightly admitting that the influence of the 
ratio on Government finances must not be regarded as a decisive, 
factor, were nevertheless not able to resist the temptation of 
exploiting the argument for all it was worth and more. It is not 
contended that the effect on public finances should in no circum- 
stances be considered. We have in fact already admitted, in 
supporting Go-^'-eniment action in demonetizing silver in 1893) that 
the embarrassments and uncertainties besetting Government finance 
constituted a powerful argument for the closure of the mints to 
silver. But there was nothing to .show in 1925 that the financial 
difficulties of the Government would have been so absolutely over- 
whelming under the ratio of is. 41?. as to necessitate drastic action 
of some kind. It has been suggested that when the Government 
adopted the 2s. gold ratio in 1920, they were primarily moved 
to do so by the financial reason. The impending constitutional 
changes and the .separation of Imperial from Provincial finance 
which they ifivolved meant that the Government of India could 
no longer levy contributions on the Provinces as freely as they 
had been wont to do. The high exchange tlierefpre appeared to 
them a godsend , enabling them to balance their budg-et without 
courting popular discontent by raising taxation.'- We have already 
dwelt on the disastrous consequences of the action taken by the 
Government on the Babington Smith Committee Report. 

The Majority objected to a reversion to is. 41!. on the ground 
that it wmukl entail undeserved suffering for the poorer paid literate 
classes. Considering that these clas.ses had suffered more than any 
otlier.s by the recent rise in prices and that much of the burden 
arising from the extension of the new policy of protection which 
had been recently initiated was sure to fall on them, it may be argued 
that there was prima facie a good case for any step tending to 
promote the interest of the middle and the lower middle classes. 
But the general rise of prices to the extent of xzlt per cent, feared 
by the Majority as certain to result from the reduction of the ratio 
to IS. 4c/.., assumed what really had not been pi'oved, namelyt 
that prices had already completely adjusted themselves to is. ()d. 
P’urther, even taking complete adjustment for granted, there were- 


' See Ambedkar, op. cit., pp. 207-8. 
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reasons for hoping that the full rise of i 2 | per cent -would not 
iiave actually manifested itself because it would have been counter- 
acted to some extent by the unmistakable tendency of the world 
prices to fall. 

The strongest point made by the Majority was tliat the higher 
rate had enjoyed an unbroken existence for over a year and that 
therefore presumably a good deal of adjustment had alreaily taken 
place. Even here, however, it may well be objected that the period 
of ‘over a year’ was not long enough for substantial adjustment, 
and that the presumption was against, rather than in favour of, 
such adjustment having taken place. ‘ 

(ii) Critical examination of the case for is, i\d. — It can equally 
well be shown that the champions of is. did not always use 
arguments which were entirely unexceptionable, For example, 
they laid much stress on the excessive deflation of currency indulged 
in by the Government in order to maintain the ratio at is. 6d. But 
if the deflation was as great as it was made out to be, it must 
have substantially brought down the general level of iirices. To 
admit a considerable fall of prices, however, was to admit a more 
or less complete adjustment to the higher ratio. 

The opponents of the higher ratio dwelt on the increase in 
the burden of rural indebtedness caused by it, but they did not 
take into account certain compensating advantages accruing to the 
agriculturist from cheaper implements and, in general, a decreased 
cost of production. They also failed to take cognizance of the 
fact that a good deal of the agricultural debt is incurred in kind 
and not in money, and that part of it also consists of short-period 
obligations. “ 

By far the strongest argument in favour of the old ratio was 
that stabilization at is. 6d. appeared like wanton tampering with 
the standard of value. Even if wc choose the most favourable 
ground for the advocates of is. 6d. and assume that economic, 
disturbance would have been 'greater under i.t. i^d. , the evils pro- 
ceeding from this disturbance would have boon more readily 
acquiesced in by the people, As it was, the departure from the 
old ratio vastly increased the riumber of currency malcontents and 
presented critics of, the Government with a fresh grievance, so that 

’ In his Minute of Dissent (par. So) Sir Purshotamda.s Thakurclas has referred 
to the view pf Mr J. M., Keynes that, in a. country like , the United Kingdom, 
aliout two years is the necessary: period for readjustment to a ten per cent 
variation in exchange and, that,: if ,, this is the„case in a country the bulk of 
whose trade is external, the ; period trequked must be: undoubtedly longer in n 
country like India whose , is much greater in volume than her 

foreign trade: ' ;, ■ 

- See Coyajeo, Indians Currency, Exchange and Banking Problems, p. lo. 
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the new ratio has taken its rank along- with the drain theori- as 
an all-sufficient explanation for every conceivable evil. 

The economic historian of the future will certainly not record 
the period that has passed since the new ratio was made effective 
as among the most prosperous in the annals of this country, and 
the fact that the country has been passing through very difficult 
times has added to the vehemence with which the Government’s 
exchange policy is being attacked. It may be argued that industry 
and commerce would have been in an even worse plig'ht, if the 
countiy had gone back to the old ratio. This, however, takes for 
granted that more than 50 per cent of the transition to the is. 6d. 
ratio had been accomplished, which is precisely what requires to be 
proved. We have already suggested above that the evidence 
adduced in support of the Commission’s view that the major part 
of the adjustment was already over, when they began their delibera- 
tions, is far from convincing-. We have gone further and argued 
that even if the reversion to is. 4d. had meant slightly greater 
disturbance — and this is the utmost that need be conceded by anyone 
impartially weighing all the evidence produced — it would have been 
worth while risking it for the sake of the old standard. It should, 
however, be quite clear that the longer the period during which 
the new rate^ is maintained, the stronger the presumption that 
conditions have settled down to it in a preponderant degree and 
the weaker the case for restoring- the old ratio. The fact that 
the new ratio has now been in operation for over nine years must 
undoubtedly be regarded as investing it, ratlier than the old ratio, 
-with the sanctity of a well-established standard.® 

§26. Subsequent developments of the ratio controversy (April 
1927 to September 1931). — In the year 1929, the machinery of 
world finance, commerce and industry was subjected to severe shock 
and disturbance, largely owing to the speculative boom in the 
United Stales and the measures taken by the American Federal 
Reserve Bank authorities to check its course. These authorities 
used their enormous power in order to restrict credit so as to make 
it; difficult and expensive to borrow for purposes of speculation. 
The high rates of money which thus came to prevail attracted funds 
into that country from all over the world. Currency authorities in 
many other countries had to raise their bank rates in order to 
prevent an excessive outflow of money and to protect their ex- 
changes. The attempt of the American authorities to deflate 
gradually so as to prevent sudden dislocation to trade and prices 

The new i-ats (is. 6d.) was placed upon the statute hook by the Indian 
Currency Act of March, igsf. See §28 below. 

See, however, §§30, 32 and 34 below. 
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was unsuccessful. Crash followed crash on the New York Slock 
Kxchang-e. Owing- to the shock to comvnercial aclivil}' prices I'ell 
rapidly, and this tendency was aggravated by thi^ heavy withdrawal 
of gold by France, Germany and some oilier European countries 
into their currency reserves. India was ineviUibly involved in the 
world-wide depression which was greatly aggravated by tliese 
happenings in the United States. The principal industries of India, 
namely jute, cotton and steel ivere all in a bad way owing to tlie 
heavy fail in prices. The prices of agricultural produce and raw 
materials sufl'ered most of all and the principal Indian exports of 
cotton, jute, coffee and groundnuts were badly bit. 

Owing to the crisis which blew over from America, prices of 
securities collapsed throughout the world, and Indian securities 
shared the common fate. The natural nervousness of the investors 
in these circumstances showed itself in reluctance to invest and 
the phenomenon of the flight of capital from tlie rupee. I'his 
tendency was further emphasized by the strong political agitation 
in India and the resolutions of the Laliore Congress in December 
1 9 ’9 suggesting the possible repudiation by a national Government 
of debt obligations not incurred in the interests of India. 

In these circumstances ihe Govxrnment found themselves com- 
pelled to take special financial measures to maintain tlie cxcliang-c at 
li. &cl., such as currency contraction, the issue of Treasury Bills 
to Exchange Banks and other piircliascrs so as to conlrol credit in 
the interest of the firmness of exchange, raising the bank rate of 
the Imperial Bank of India, etc. 

The opponents of, the ix. 6tZ. ratio argued tliat since so much 
management and manipulation was found necessary to maintain it 
till as late as 1931, with perhaps the exception of 1928, long after 
the new ratio was put upon the statute book (in March 1927), 
conditions had not become adjusted to it and it was still desirable 
to go back to the old ratio of i.t. 4d. Another circumstance 
interpreted as showing the unsuitability of the ratio wa.s the 
difficulty experienced by the Government in securing the necessary 
sterling funds for remittance to London in the years 1929-30 and 
1930-1. The requirements of the Secretary of State had, there- 
fore, to be met by other means, such as tran.sference from the 
Paper Currency Reserve to the Treasury balances of the Secretary 
of Slate ill London against contraction of rupees in India, and 
heavy sterling borroivings in London. Between Novemlier i(:)30’ 
and March 1931 the situation became even wor.se. Not only -were 
the Government; unable to purchase sterling, but they had aclually to 
sell slcrling to the extent of millions to mccl the demand 

that had arisen.; ^ V , 'ri ' ' ' ' 
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As against the siig-g-cstion that the remittance difficulties of the 
Government indicated the failure of the is. 6d. ratio it wa.s pointed 
out that to expect the exchang-e to remain wholly unaffected under 
(he extremely abnormal and unsettling conditions since 1929 was 
to expect too much. Apart from the repercussions of the New York 
crisis and the big drop in commodity prices, which continued in 
an aggravated form until September 1931, there were other factors 
w-hich contributed to exchange weakness, such as the uncertainty 
of the political situation in India causing among other things a 
flight of capital from India, speculation in exchange based on tlie 
possibility of a reversion to is. ^d., etc.^ 

With regard to the policy of currency contraction and raising 
the Bank Rate followed by the Government from time to time in recent 
years, the Government of India argued that they had done for their 
currency what Central Banks had been doing everywhere else. Only 
in India the position was often misunderstood because the Govern- 
ment were not only the currency authority, but were themselves 
the largest operators in the remittance market. The result of 
this was that conditions, which in other countries would lie expressed 
in the form of an outflow of gold, in India had the effect of making 
it difficult for the Government to effect their own remittances, and 
if the Government then took action to protect themselves against 
this position, they were accused of ‘bolstering the exchange arti- 
ficially in order to effect their own remittances’. If on the other 
hand, in another country — where these conditions do not prevail, 
as for example, in England — the Bank of England takes the neces- 
sary steps in order to protect its gold reserves, the matter is viewed 
quite differently.® The fact that extraordinary measures had been 
found necessary to support the new ratio did not necessarily prove 
that conditions had never adjusted themselves to it. Special action 
had to be resorted to in 1907 in order to maintain the I'atio at 
i,T. qd. Nobody, however, thought of concluding from this that 
adjustment to the is. ^d. ratio had never taken place." 

It is impossible to single out the new ratio as a factor of prime 

‘ Report of till! Controller of Currency, 1929-30 and 1930-1. 

" .Su- George Schuster’s address to the Indian Merchants’ Chamber on 
4 December 1929. 

■’ In defence of the Government’s policy of contraction of currency llic Kin.-ince 
Member (Sir George Schuster) pln.aded that the contraction of currency was 
justified and not, excessive having regard to the fall in prices and the diminished 
money value of business transactions. He pointed out that India plays a 
minor part in the .world issues affecting prices, that Indian prices inu.st follow 
world prices, and that the fall in the world prices necessitated currency con- 
traction to avoid an inflationary position in India. Financial Statement, March 
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Importance in explanation of the present slump. Alluwins' for a 
certain necessary time-lag; we should expect that any economic dis- 
location that may have been due to the ratio would have shown 
itself at its worst in the years nearest to the time when it: wtis 
established and that it ought to be less and less serious as we 
travel further and further away from this point. 

A radical cliangc in cirounistaiice.s may of course /it any moment 
call for an alteration in the ratio, however thoroughly well adjusted 
it may have been at one time. And certain cireurastiinces have 
arisen since England left the Gold Standard in September 1931 in 
view of which it is possible to contend that a reconsideration of 
the matter has again become necessary-^ From a strictly economic 
point of view, however, the question can no longer be regarded 
as that of a choice bctw'cen is. 6d. and is. 4i/. A possible 
abandonment of the present ratio need not necessarily mean 
a rever.sion to the old ratio of i.f. 4^. We should be quite prepared 
to find that if a thorough and unbiassed review of tlie jiosition 
indicates the necessity of changing the present ratio, It may also 
indicate some other ralit) than 15. 4d. as the most suitable in the 
altered circumstances. 

§37. The Government accept the Hilton- Young Commi.ssion Re- 
port. — On 16 January 1927, the Government published three Bills 
embodying the Commission’s recommendations. These were (i) a 
Bill to establish a gold standard currency for British India and 
con.stitute a Reserve Bank of India, (ii) a Bill to amend the Imperial 
Bank Act, 1920, and (iii) a Bill further to amend the CA)inage. Act 
of igo6 and the Paper Currency Act of 1923 for certain purposes, 
and to lay upon the Government certain obligations in regard to the 
purchase of gold and the sale of gold (later altered to sterling) 
exchange. The first two Bills will be referred to in our chapter 
on Banking. Here we are concerned with the third Bill which 
was moved in the Assembly by Sir Basil Blackett on 7 March 1927. 
The P’inance Member explained the principle of tlie Currency Bill, 
which was that the time had arrived to stabilize the rupee and 
that the Bill proposed for the first time in Indian financial history 
to impose a statutory liability on the Currency Authority to maintain 
the rupee at the ratio thus fixed. Before the M^ar there had lieen 
no statutory provision for preventing the rupee from falling below 
a fixed ratio of gold, so that the link between the rupee and gold 
was imperfect. Sir Basil Blackett pointed out that the Bill was 
no more than a transitional measure intended to be operative only 
during the period between: its passing and the time when the Gold 


‘ See §§2Q ami 34 below. 
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Standat-d and Reserve Bank Act should come into operation. The 
.Bill was bitterly opposed at every stage, but finally passed by a 
narrow majorily, with one or two minor amendments, after a great 
and memorable, fight. The Council of State passed it witlioiit; any 
amendment. The Indian Currency Bill thus became law and came 
into operation from i April 1927. 

§28. The Currency Act of March, 1927. — ^'I'lic new Act esta- 
blished the ratio of is. 6d. by enacting that the Government would 
purchase gold in unlimited quantities at the Bombay Mint at the 
price of Rs. 21-3-10 per tola*- of fine gold in the form of bars 
containing not less than 40 tolas (15 oz.). Holders of legal tender 
currency (silver rupees and jtaper notes) w^ere entitled to obtain 
on application to the Controller of the Currency, Calcutta, or the 
Deputy Controller of the Currency, Bombay, either gold at the 
Bombay Mint or, at the option of the Governincnt, sterling for 
ihimediate delivery in London, provided they demanded and paid 
for an amount of gold or sterling of not less value than 1,065 
tolas (400 oz.) of fine gold at the rale of Rs. 21-3-10 per tola 
of fine gold.^ Sterling was to be sold at the same price after 
a'llowing for the normal cost of transport from. Bombay to London. 
A rate of i.?. 5-5^ d. was notified as the Government selling rate 
for sterling to meet these obligations.” On i April 1927, when 
the Indian Currency Act of 1927 came into force, conditions atlacli- 
ing to the acceptance of gold at the Bombay mint were published. 

By the same Act sovereigns and half-sovereigns ceased to be 
leg'al lender in India,” but an obligation was placed on the Govern- 
ment to receive these coins at all currency offices and treasuries at 
their bullion value reckoned at Rs. 21-3-10 per tola of fine gold, 
that is, Rs. 13-5-4 per •weight sovereign. In spite of the fact 
that these coins ceased to be legal tender there was an appreciable 
import of sovereigns info India. The Currency Act of 1927 
established what may be called a Gold Bullion cum Sterling Exchange 
Standard in India. Since the Government had the option of giving 
sterling and not gold, strictly speaking the standard thus established 
was a Sterling Exchange Standard although in practice it worked 
as a Gold Exchange Standard until 20 September 1931, sterling till 
then being at par with gold. (See §29 below.) ‘If the Government 
chose to exercise the other option open to them of olTering gold in 
exchange for rupees, India would have had, in point of fact, if 

” The parity of the exchange was thus 8-47 grains of fine gold per rupee. 

- .See Dr L. C. Juin : Monntnry Prahlews of India, p. 34. 

f Report of the Controller of Currency, 1926-7, p, 3, 

” It may be pointed out here that the British Gold Standard Act of 1925 
did not demonetize gold coins, although the ..right of free coinage was .withdrawn. 
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not: in law, a g'old standard. Thus the .standard of 1927, thoui^h 
a sterling exchange standard, was capable of becoming a gold 
standard, and certainly indicated that the gold standard was the 
ideal of tlie Government.’^ The sterling exchange .standard of 1927 
was, of course, superior to the earlier exchange standard since, it 
established a statutory gold parity for the rupee and imposed a 
statutory obligation on the Government to buy gold and sell 
gold or sterling- at fixed rates. In other respects, however, it 
still had all those deficiencies which we have already pointed out 
{see §§ 1-6). 

§29. Divorce between sterling and gold and its reactions in 
India. — The monetary standard established by the Act of 1927 did 
not have a fair chance of being converted into a genuine gold 
(bullion) standard owing to the dramatic developments which the 
tvorld currency and exchange situation underwent in consequence 
of the breakdown of the gold standard in Great Britain and 
several other countries of the world. Great Britain left the 
gold standard with effect from 21 .September 1931. This led to 
certain important and inevitable reactions on the Indian currency 
and exchange system. As we have already seen, the Currency 
Act of 1927 laid upon the currency authority, i.e. the Govern- 
ment, the obligation to buy gold, and sell gold or .sterling at its 
option. The Government thus bought gold and sold sterling at the 
lower gold point until 19 September 1931. On the 20th came the 
announcement of Britain having gone oil' the. gold standard. On 
the 2ist the Governor-General promulgated an Ordinance suspending 
the operation of the obligation to sell gold or sterling, which was 
widely interpreted in 'India as Implying that the Government were 
no longer prepared to hold the rupee on to any particular ratio. 
On the same day, however, the .Secretary of State announced bi.s 
decision to maintain the rupee at is. 6d. sterling. On the 24th 
September the. Governor-General promulgated yet another Ordi- 
nance, called the Gold and Sterling Sales Regulation Ordinance, 
repealing the previous one and thus technically restoring the pro- 
visions of the Currency Act of 1927 but seeking in practice, to 
exci-cise an effective control over the .sale of sterling, and tlius intro- 
ducing a controlled sterling exchange standard. Under the tenn.s 
of the new Ordinance, sterling was to be sold not to all and sundry 
but only to recognized banka, which were expected to realize their 
reaponalbilitics in the matter. It was to be sold at the rate pre- 
viously in force, i.e. i.?. per rupee, for financing normal 

trade requirements and contracts completed before 2ist Scplembor, 

f Dr. L. C, Jain, op. cit.,' p, 35. 


CURRENCY AND EXCHANGE, II 


401 


and for reasonable personal and domestic purposes. It was not to 

be sold for financing imports of bullion or speculative exchange 

transactions. Thc.se precautions were taken in order to avoid 

undue strain on the Government’s gold and sterling resources and 

to prevent the flight of capital from India. This control was to 

be exercised through the agency of the Imperial Bank. The rupee, 

being linked to sterling, inevitably shared in tlie depreciation and 

fluctuations of the latter in relation to gold and to currencies still 

based on gold, such as the dollar and the franc. The rise in the i 

value of gold in terms of sterling as reflected in the .sterling-dollar 

cross rate meant a corresponding rise in its value in terms of rupees. 

The price of gold in the bullion market, which was Rs. 21-13-3 
per tola towards the end of August 1931, rose to as much as i 

Rs. 29-2-0 in December 1931.* The stimulus of high prices and 
partly also the prevailing economic distress in rural areas induced 
people to sell their gold. About Rs. 50 crores worth of gold was 
thus exported from India between 'the end of September 1931 and 1 

the end of February 1932. This enormous export of commercial | 

gold had a favourable reaction on India’s balance of trade. The li 

supply of sterling created against the gold exports came to be in i 

excess of the demand for it, and rendered restrictions on the sale * 

of sterling by the Government superfluous. This enabled the ; i 

Government to repeal the Gold and Sterling Sales Regulation I 

Ordinance on 31 January 1932. Thus technically the Currency Act j 

of 1927 was fully re.stored, but that did not make any difference p 

in practice. The Secretary of State’s declaration that the rupee | 

should be maintained at is. 6d. sterling actually remained in force, I 

and India’s standard continued to be the sterling exchange standard. I 

The present situation and the future monetary standard of India i 

are dealt with below.® : ^ ^ ^ I 

This phase of the Government’s currency and exchange policy 
has given rl.se to acute controversy. Apart from the resentment 5 

caused in the country by the fact that the Secretary of State had s 

made a vital announcement of a new currency policy without con- 
sulting the Indian legislature, the criticism levelled against the Gov- ii 

ernment falls under two heads : (i) the linking of the rupee to sterling 
at IS. 6d. and (ii) the uncontrolled export of gold from India. - 

§30. The linking of the rupee to sterling at Is. 6d.— -The follow- 
ing are the main arguments advanced in support of the policy 

^ 111 .subsqquerit yuars the price of gold rose still higher, being Rs. 36-13-3 
per tola on 7 March 1935 — the highest recorded price since the ahandonment 5 

of, the gold standard by. Great Pritainr, 4nn«al Market Review (Pfemchantl | 

Roychand & Sons), :193s, prSo. , ; | 

"'.'■See; |§32-4- ■ ■■■■'I 
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adopted by the Government, (i) 'I'he choice for the Government was 
between achieving comparative stability by linking the rupee with 
sterling- and risking complete instability by allowing the rupee to 
drift, without any attempt to regulate its exchange valiu;. 'rhe 
former of these alternatives was clearly to lie preferred, (ii) 
Though the Hilton-Young Commission had voted against linking 
the rupee to sterling, this advice, though sound enough in normal 
times, could not be followed in an emergency situation such as 
this was. India had annually ^^32 million sterling obligations and 
a sterling loan of millions was maturing early in 1932. The 
difficulties in raising the necessary funds for these purposes would 
have been almost insuperable unless the rupee was linked to ster- 
ling. Without a stable sterling rupee the Inditui Budget would 
become a gamble in exchange, (iii) So long as India remained 
a debtor country the risk of leaving the rupee alone and thus 
taking a sudden leap into the unknown was much greater than 
in the case of creditor countries like England, (iv) India’s trade 
with England and other countries on a sterling ba.si.s repre.sented 
no inconsiderable proportion of her total international trade. It 
was, therefore, advisable, if possible, to secure a stable basi.s at 
least for this trade, (v) There would be a welcome, although 
temporary, .stimulus to the export trade of India with the gold 
standard countries owing to the depreciation of the rupee in relation 
to gold, (vi) It did not lie in the mouth of those critics of the 
Government who were anxious to stabilize the rupee at a lower 
value than is. 6d. to complain when the rupee at the current cross- 
fate was worth considerably less than is. 41!. gold. 

The main arguments on the other side were as follows : (i) By 
linking the rupee to sterling India was being- made to share in 
the fluctuations of sterling, which reflect economic conditions in 
England and not in India. By leaving the rupee alone, on the 
other hand, there would also be instability no doubt but this would 
reflect conditions in India itself. India was thus deprived of the 
freedom to adopt a rate of exchange suitable to her own rerpilre- 
ments in respeet of foreign trade and the internal price leveL (li) 
Ag-ainst the advantage to exports to gold standard countries like 
the U.S.A., we must put the disadvantage to imports from such 
coutitrie.s, as also the fact that the linking of the rupee to sterling 
constituted a form of Imperial Preference granted to England, (iii) 
I'liere was the danger that the Government’.s attempt to stabilize 
the rupee even at the lower gold value of i.s-. 6d. might involve 
the dissipation of the remaining gold reserves of the country. (This 
clanger was not however serious owing to the arrangements made 
by the Government to conserve them, such as the restrictions on 
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the sale of sterling- to the public.) (iv) It was also argued, for 
example, by Mr (now, Sir) R, K. Shanmukham Chetty in the 
Assembly, that one of the logical implications of the policy of 
linking the rupee to sterling was to bring the rupee automatically 
back to gold when conditions were propitious for the linking of 
sterling to gold, irrespective of the economic conditions in India. 
(It may be pointed out, however, that the preamble to the Reserve 
Bank of India Act of 1934 makes it clear that the sterling exchange 
standard is a provisional one pending the restoration of normal 
monetary conditions in the world, when the Reserve Bank is to 
put forward proposals for a permanent monetary standard for 
India.) (v) Finally it is argued that though the rupee has depreci- 
ated in terms of gold it has continued to be overvalued in sterling 
at IS. 6d., while the yen and other currencies have been devaluated 
in sterling. India is thus placed at a disadvantage. 

§31. The export of gold from India. — ^Thc Government have 
been criticized for allowing the free export of gold, which has reached 
enormous dimensions. The total amount of gold exported from 
India since Great Britain went ofi' the gold standard in September 
1931 was nearly Rs. 274 crores till the end of June 1936. This has 
been widely interpreted to mean the wastage of India’s gold re- 
sources and a drain on the accumulated saving's of generations. It 
is alleged that the uncontrolled export of gold makes it impossible 
for the country ever to reach the g-oal of the gold standard. It is 
feared that it will not be easy for India to buy back the gold 
she is now exporting on an unprecedented scale. It is further 
pointed out that almost every other country in the world is sitting 
tight on its gold and is trying to add to its stock of gold whenever 
possible. Finally, it is contended that the gold that is exported 
is ‘distress gold’, and that the people are living on their capital — a 
process which cannot continue indefinitely. There has been a 
good deal of agitation in the country in favour of citlier complete 
prohibition of the gold exports or the levy of an export duty. It 
has been further proposed that the Government should themselves 
purchase this gold at a price regulated by the franc-sterling- cross- 
rate and thus .strengthen their gold reserves.^ 

In support of the Government’s policy, “ however, it is argued 

' Cf. Sir M. Vi.svesvai-fiya, Planned Economy for India, p. 184. 

- .Sir Jiime.s Grigg duriiig the course of his Budget Speech (1935) 
expressed the Government’s point of vie.w .as. follows: ‘I cannot share the 
views which attribute to gold exports some ■ abstruse monetary significance, 
nor do I find in them an indication that India is being driven by distre.ss to 
part with her last reserves. Indeed, I can see no sufTicient reason for placing 
them in a different;, category, from exports of any other commodity of which 
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that the gold that is being sold is not currency gold but commercial 
gold, a commodity serving as a store of value. It is being .sold 
because the owners are realizing a profit on it.*- It is also being 
sold because many people are finding themselves compelled to turn 
their assets into ready cash for meeting their obligations. The fact 
that di.stress prevails is deplorable. But obviously the interest of 
the distressed person lies in unrestricted freedom being allowed to 
him in disposing of his gold in the dearest market. It should 
further be borne in mind that gold in the hands of private persons 
cannot be obtained by the Government for any purpose unless the 
price offered is sufficiently attractive to the owners. It is further 
argued that the gold that is being exported is only a fraction of 
the total store of gold in India, which had been estimated at 
millions. As the price of gold falls, as it must eventually, the 
metal will be bought back again since there is no reason to suppose 
that the well-known hunger for gold of people in this country will 
disappear suddenly. In the meantime it is oiling the wheels of 
trade and helping productive enterprises. It has had a favourable 
effect on the balance of trade and has converted inert metal into live 
currency. It has produced a welcome effect also on the Govern- 
ment's financial position so far as the steiding remittances to the 
Secretary of State and the strengthening of the sterling reserves 
are concerned. Further it has seemed to keep the rupee-sterling 
exchange stable at is. 6d. and has greatly improved the position 
of India’s credit in the city of London and the world. The exports 
of gold have brought about an increase in the note circulation, 
holdings of postal cash certificates, postal savings deposits and 
bank deposits and have generally created cheap money conditions 
in the money market.^ 

The Government’s offer to buy gold would mean that they would 
be speculating in gold, as the buying rate would have to be fixed 
ivith reference to the fluctuating dollar-sterling and franc-sterling 
cross-rates. It can, indeed, be justly complained that tlie Govern- 

India has a surplus, and I, therefore, find no cause for regret or alarm in 
the fact that India is still able to obtain so handsome a profit from the 
reserves of gold which had been accumulated in previous years .’ — Central Budget 
for 1935-6, par. 23. 

’ The pre.sent (June 1936) market price of gold in India is about Rs. 34-S 
per tola. : 

” It has recently been .suggested that to a debtor country like India with an 
annual bill abroad variously estimated, at between Rs.^SO crortjs arid R.s. 73 crores, 
a major portion of the gold imports in the past appear to be a luxury and 
represent a liability looking at them as an item in the balance of payments. 
Thus viewed, the existing outflo.w of gold could be regnrdnd as a deferred 
squ,aring of accounts. The Times o/:/ndio, 7 January 1936. 
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ment have failed to make the special effort that ivas expected of them 
to forth y their gold reserves in pursuance of the recommendations 
of the Hilton-Young' Commission. This is, however, scarcely an 
opportune time for the Government to purchase gold. It would be 
best to wait for prices to come down and to be more stable. As 
regards the sug-gestion for a duty on gold export, as Sir James 
pohited out recently (1936) in the Assembly, the burden would 
fall on the ultimate .seller of gold, who was the agriculturist. The 
Government should not try to restrict the free sale of gold unless 
there are very strong reasons to fear that the policy of non-inter- 
vention will come in the way of equipping the Reserve Bank of India 
with adequate gold reserves having- regard to the country’s present 
and future requirements. At the same time an intensive effort 
should be made to revive our export trade and to improve the 
favourable balance of trade.*' 

§32. The present monetary standard in India. — ^We have al- 
ready pointed out how the rupee was linked to sterling in Sep- 
tember 1931 and how the Indian monetary system came to be once 
again worked as a sterling exchange standard, although technically 
the Currency Act of March 1927 still remained on the statute book. 
The whole question of a suitable monetary standard and ratio once 
again became the storm-centre of an acute controversy in connexion 
with the nature of the exchange obligations to.be imposed upon 
the proposed Reserve Bank of India. The London Committee 
on the Reserve Bank Legislation stated in its Report (August 
1933) ; ‘The questions which arise in connexion -with the exchange 
obligations to be imposed on the Bank present special difficulty in 
existing circumstances. In the present state of monetary dis- 
organization throughout the world, it is impossible to incorporate in 
the (Reserve Bank) Bill provisions which would be necessarily 
suitable when monetary systems generally have been re-cast and 
stabilized. In these circumstances we consider tiiat the only sound 
course for India is to remain on the sterling standard. On this 
basis the exchange obligations incorporated in the Bill must neces- 
sarily be in accord with the ruiiec-sterling ratio existing at the time 
when the Bill is introduced. This statement does not, however, 
imply any expression of opinion on the part of the Cornniittee on 
the merits or demerits of the present ratio. The ratio provisions 
in the Bill are designed to make it clear that there will not be 
any change in the de jacto situation by the mere coming into 

* For a very illuminating discussion of the two sides of the gold e.tport 
controver.sy in India sec articles by Profes.sor B. R. .Shenoy and Profe-ssor 
B. P. Adatkar in the Indian Journal of Economics, July igsS, and January 1936. 
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operation of the Reserve Bank Act. . . . We are all aj^reed that 
it should, in any case, be made clear in the preamble (to tlie Act) 
that the whole question of the monetary standard best suited to 
India will have to be reviewed when the international situation has 
clarified itself and become sufficiently stable to make it possible 
to frame more permanent provisions’ (par. 19). As thi^ t'ommittee 
themselves admitted, a considerable, majority of Indian delegates 
felt it their duty to record their view that a suitable exchange ratio 
was one of the essential factors for the successful working of the 
Reserve Bank. They pointed out that considerable changes had 
occurred in the currency bases and policies of almost all the countries 
of the world in the last few years. In their view it was .for the 
Government of India and the Legislature to examine these and all 
other relevant considerations with a view to ensuring that the 
minimum possible strain was placed on the currency system of 
Indite Sir Piirshotamdas Thakurdas in a separate note put 
forward a strong plea for the review of the ratio before the in- 
auguration of the Reserve Bank and held up the example 
of Australia, New Zealand and the United States, who had devalu- 
ated their currencies with a view to raising prices and improving 
their balances of trade. He referred to the strong and strengthen- 
ing opinion in India that a lowering of. the existing ratio of is. 6d. 
would give much relief to the cultivator. There was a similar 
cleavage of opinion among the members of the Joint Select Com- 
mittee to whom the Reserve Bank Bill was referred in September 
1933 ' The majority approved of the London Committee's recom- 
mendation of continuing the status quo and leaving" the question 
of permanent measures to the future. When the Reserve Bank 
Bill, as reported upon by the Select Committee, came before the 
Assembly in November 1933, several amendments relating to the 
ratio clauses were tabled by members. Those seeking- to leave the 
rupee to itself were not moved. Mr Raju’s amendment prescribing 
a ratio of i.s. 41/. failed, as did another amendment that the ratio 
to be maintained by the Bank should be. given to it by the Governor- 
General subject to the vote of the Central Legislature. While the 
Bill was on the anvil of the LegLslature a country-wide agitation 
against the ijf. 6d. ratio was carried on by the Indian Currency 
League. 

§33. The exchange obligations of the Reserve Bank of India 
as the new currency authority.—^The ratio clauses (40 and 41) as 
finally embodied in the Act (1934) gave effect to the recommendations 
of the Majority of the London Committee on Reserve Bank Legisla- 
tion. The Reserve Bank is required to maintain the existing ratio 
(is. 6d. sterling) between fixed upper and. lower points as though 
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the rupee was on a gold basis. By clause 40, the Bank is rec|iiired 
to sell sterling' to any person who makes a demand in that behalf 
at its office, in Bombay, Calcutta, Delhi, Madras or Rangoon and 
pays the purchase price in legal tender currency, for immediate 
delivery in London, at a rate not below 15. 5 49/64^. for a rupee. 
I’his provision is intended to prevent the rupee from falling below 
IS. S 49/64^., which corresponds to the lower point of the rupee 
(i.e. i,v. 6(1. minus the co.st of laying down in London this amount 
of sterling). On the other hand, clause 41 makes it necessary for 
the Bank to buy sterling from any person who makes a demand 
in that behalf at its office in Bomba}'^, Calcutta, Delhi, Madras or 
Rangoon, for immediate delivery in London, at a rate not higher 
than i^. 63/160!. fora rupee, which corresponds to the upper point 
of the rupee (viz. i.s'. 6d^ plus the cost of importing this amount 
of sterling from London to Bombay). It has also been laid down 
tliat no person shall be entitled to derfiand to buy or sell an amount 
of sterling less than ten thousand pounds. 

Tile Reserve Bank Act thus legalized the existing ratio and 
provisionally established in India a sterling exchange standard 
of an improved type, in so far as there is a definite statutory 
parity prescribed for the rupee and an obligation under law imposed 
upon the Reserve Bank to maintain the rupee at this parity. So 
also the two separate Currency Reserves have been abolished and 
the Reserve Bank of India has been appointed as the new currency 
authority to hold the. Currency Reserve and work the currency 
system, thus replacing the Government who had so far taken upon 
themselves monetary duties. Nevertheless even this improved 
sterling exchange standard is open to the criticisms pointed out 
earlier In the chapter (§7). The preamble to the Reserve Bank 
Act incorporates, however, the suggestion of the London Committee 
that the question of the monetary standard best suited to India 
should be considered when the international monetary situation had 
become sufficiently clear to make it possible to frame permanent 
measures. Clause 55 of the Act requires the Bank to report its 
views (in the contingency contemplated above) to the Govcnior- 
General-in-Council regarding a suitable permanent basis for the 
Indian monetary system and to frame measures for the future 
monetary standard of India. 

§34, Pros and cons of devaluation. — It is superfluoins to add 
that this arrangement has failed to give satisfaction to the currency 
critics of the Government and the advocates of devaluation among 
the ranks of the Indian business community. (See also §32.) For 
example, Mr Manu Subeclar, President of the Indian Merchants 
Chamber and Bureau, • Bombay, in welcoming Sir James Griggs the 


4o8 


INMAN ECONOMICS 


Finance Member in August 1935, suggested a review of the ratio 
with a view to raising prices and giving relief to the cultivator. 
The Finance Member in his characteristic candid way replied tiiat 
he would be no party to any ‘monkeying’ with the present ratio. 
While welcoming a healthy rise in the prices of primary products 
in India, he pointed out that the effect of a lowering of the ratio 
would be to leave agricultural prices where they were — or even 
to lower them — and to raise the prices of manufactured articles. 
Owing to the existing disparity between agricultural and other 
prices such a result would lead to a further worsening of the. 
position of the cultivator. Apart from this, a lowering of the ratio 
would in the opinion of the Finance Member make the budgetary 
problems of India, already sufficiently difficult, quite insoluble. 
(The Budget surpluses of the last few years do not quite support 
this contention.) Moreover, cheap and plentiful money, which 
already exists and which is the normal and recognized means of 
raising prices, has in India tended to create unhealthy speculative 
conditions, and this seem.s to indicate that for an agricultural country 
cheap money is not in itself sufficient to rai.se prices. In the vie.w 
of the Finance Member there was needed in addition a general 
agreement among the nations of the world to stabilize their 
currencies and to reduce the restraints upon international trade. 
To give a second example of the keenness for devaluation, a 
strong plea for devaluation and a substantial expansion of 
currency in order to assist economic recovery and increase employ- 
ment in the country was put forward by the Federation of the 
Indian Chambers of Commerce and Industry at their last annual 
session (April 1936).^ 

§35. Future monetary standard of India. — The question of the 
future monetary standard of India is attended by a twofold un- 
certainty. In the first place, no one can say definitely when the 
international monetary situation will be sufficiently clarified to justify 
action on the part of the Reserve Bank of India being taken on 
the lines indicated in the Reserve Bank Act. 

In the second place, there is today no consensus of opinion 
among the nations of the world as to the future monetary standard 
and no early possibility of an agreed measure of stabilization of 
world currencies, only a few of which are on the gold standard.® 
While expert monetary opinion as expressed at the World Monetary 
and Economic Conference held in London in June 1933 appears 
to favour the restoration of the gold standard, it i.s widely realized 

'For a detailed treatment of tile c.ise for devaluation of the rupee see 
K. K. .Sharnia, The Indian Money Market, ch. xix. 

•Sec L. L, B. Angas, The Prohlem of the Foreign Exchange, ch. xxi. 
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that the present is not an opportune moment to do so. No one can 
safely predict when the requisite conditions for the successful 
operation of an international gold standard will be fulfilled. It is 
clear, therefore, that India cannot make up her mind today as 
to her future monetary standard and it will be necessary for her 
to mark time and wait upon future developments. Tlic managed 
currency standard appears to be far too advanced a standard for 
India to arlopt, although as the ultimate goal of her currency policy 
hardly any other better standard can be suggested. Subject to 
the restoration of reasonably normal world conditions, .she must 
continue her quest for .some suitable form of the gold standard 
and adopt it at the right psychological moment. Even those who 
uphold the existing sterling exchange standard in India are ready 
to admit that it is by no means an ideal standard as a permanent 
measure, the fundamental objection to it being that it makes a 
country’s monetary system far too dependent upon the monetary 
policies of another country, when identical economic conditions 
in the two countries cannot be postulated. One thing amidst these 
uncertainties is clear, and that is that the Reserve Bank should 
spare no effort to build up and strengthen the country’s gold 
(monetary) reserves, which are the one safe sheet-anchor of a 
currency .system in the economic welter prevailing in the 
world. ■ , 

§36. Purchase of sterling. — ^When de.scribing the mechanism 
of Council Drafts attention was called to the recently started 
practice of Government purchase of sterling, which must be regarded 
as an important modification of the Council Bill system.’- We have 
also made passing references to the employment of this new method 
for arresting the rise of exchange beyond a certain desired level.® 
We may now conclude this chapter by a more detailed description 
of this new system, which was introduced in 1923-4. In that 
year, while the weekly sales of Council Bills continued as before, 
the sales of Intermediates at higher rates were stopped and were 
replaced by the purchase of sterling in India from banks and 
private financial houses willing to sell their sterling re.sources in 
London for rupees offered to them in India, These purchases were 
conducted by the Government through the agency of the Imperial 
Bank. The system was further extended in 1924-5, when the 
purchase of sterling was resorted to as the principal method of 
remittance, the weekly sale of Council Bills being started only Avhen 
a steady and continuous demand for Council Bills manifested itself. 
During the year 1925-6 there was no sale of Council Bills, and the 
sy.stem of Council Drafts has since then been entirely superseded 


’ Ante, ch. vii, §23, 


^ Ante, ch. vii, §38. 
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by the novel method of sterling- purchases in India.’ 'rhe Hill.on- 
Young Commission recommended the purchase of sterling by com- 
petitive public tender and the publication of the -w'eck-ly returns of 
remittances. Accordingly, since April 1927, the system of purchase 
in India by public tender has been inaugurated. Tetiders are received 
on one day each week, usually on Wednesday, simultane-ously in 
Calcutta, Bombay, Madras and Karachi, and particulars of the. 
amounts allotted at each rate are published on tlie following day in 
each of these places. Between the days on which the tenders are 
received Intermediates are on offer at the offices of the Imperial 
Bank of India® at these places at a rate i /32tl. ■ above the hi_ghcst 
rate accepted on the previous day on which the tenders were 
received.-'* The weekly returns of remittances arc also published. 

The function of sterling purchases and the responsibility for 
remittances to the Secretary of State have been transferred to the 
Reserve Bank of India with effect from i April 1935. As in the 
case of Council Bills, the system of sterling purchase enables the 
Reserve Bank to take advantage of a firm or rising exchange and 
also to prevent the appreciation of the rupee above the point fixed 
by the Reserve Bank Act. (See §33.) The object unflcrlying the 
new system is that the factors influencing the immediate course of 
exchange can be much more accurately and promptly judged in 
India and the purchases can be regulated much more satisfactorily 
with reference to the varying conditions of tlie market. The 
operations of Government remittances can be conducted so as to 
avoid violent fluctuations in the rate, with benefit l^oth to trade and 
to the country in general. In the early part of 1924-5, as we have 
already seen, further rise of exchange was prevented by Govern- 
ment purchases of sterling when the exchange liad reached ix. 6d. 
This method suits the Exchange Banks very well, as they can sell 
sterling to the Reserve Bank of India against their London balances, 
which arc increased by their purchases of Export Bilks in India, 
and thus immediately replenish their funds in thi.s country. 

The disadvantages attendant upon this system are similar to 
those which were usually made a ground for criticizing the old 
Council Bills sy.stcm. For example, it was possible for the Govern- 
ment, unless they took care to limit their purchases of sterling to 
their actual requirements, to increase their magnitude to suc-h an 
extent as to prevent in a large measure the free flow of gold into 

y See MeWatters, ‘Historical Memorandum on Indian Currency’, submitted 
to the HiitoinYoung Commission. — Report, vol. II, p. 22. 

- Now at the Reserve Bank. 

^ Report of the Controller of Currency, 1927-8, [i. 9, 

■* .See ch. X, §§io, :ii and 13. 
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India. Similarly, the rate of purchase could be regulated in such 
a manner as to produce the same effect. If the Government offered 
nipee.s at lower rate.s than the upper gold point, the flow of gold 
would be effectively diverted from India. The possibility of India 
submitting to all these disadvantages is now diminished owing to 
the transfer of sterling purchases to the Reserve Bank of India, 
which is e.Mpected to be more competent in these matters than a 
Department of the Government of India. Another disadvantage 
that has been pointed out relates to the sale of sterling in India 
by the pi&lic tender system, which places foreign centres dealing 
with India at a disadvantage. Under the old system, because the. 
Council Bills were sold in London which was the world’s financial 
centre, foreign countries could easily compete in the purcha.se of 
drafts on India. It is more difficult for the foreign demand for 
rupees to manifest itself equally effectively in India, and thus the 
Government may not be able to obtain the best possible price for 
the rupee. ^ On a balance the new machinery of purchase of Sterling 
in India is undoubtedly an advance on the Council Bills system and 
is calculated to yield satisfactory results now that the Reserve Bank 
of 'India has taken charge of it. 


* Gf. Rainachaiidra Rao, ‘Purchase of Sterling’, Mysore Economic Journal, 
June 1928. 



CHAPTER IX 

PRICES IN INDIA 


§1. Importance of the problem of prices. — Problems connectefl 
with price movements are at once the most abstruse and the most 
important in the discussion of economic conditions in any country. 
The importance of understanding the nature and extent’ of price 
movements is clear from the fact that land revenue assessments are 
largely based on them in this country. Price changes have also been 
associated with the Government’s currency policy in India, and the 
question whether they indicate increasing prosperity or the reverse 
has been the subject of endless and acrimonious debate. An attempt 
will, therefore, be made in this chapter to measure the price move- 
ments in India in recent years and to ascertain their significance. 

The movements of prices in India began to attract notice in the 
early seventies of the last century owing to the depression of 
industry and trade in gold standard countries and the striking fall 
in the value of silver which began from about 1874. Towards the 
end of the nineteenth century, much controversy had arisen regard- 
ing the relative stability of prices under the different standards. 
The general impression was lliat prices had been much more 
stable in silver standard countries, like India, than in gold standard 
countries, and it was in order to test the validity of this impression 
that F. J. Atkinson worked out figures bearing on price move- 
ments in India since 1861 in his Silver Prices in India from 1861 P 
It is, however, since the opening years of the present century that 
discussions regarding the tendency of prices to rise continuously 
have fig-ured prominently in Indian economic literature. There was 
a widespread feeling that the continued rise of prices urgently called 
for investigation, and it was held by tlie critics of the Government, 
supported by the late Mr Gokhale,^ that the Government currency 
policy Avas largely responsible for the evil. In 1910, the Government 
of India decided to undertake an exhaustive inquiry into the subject 
and entrusted the task to a committee (Datta Committee). The 
Report of this Committee was issued along with the Resolution of 
the Government of India in October 1914. Before proceeding tO' 
deal with the findings of the Committee, we may say a few words 
regarding the general trend of prices before the year i8go, which 


* See Vakil and Muranjan, op. cit., pp. 134-5. 
’ See Speeches of G. If. Gokhale, pp. 150-3. 


was chosen by the Committee as the opening year of the period 
(1S90-.T912) which was the subject of their inquiry. 

§2. A bird’s-eye view of price movements since 1861 . — The 
table given on p. 414 indicates the general course of prices in India 
since 1861 with 1S73 as the basic year.^ The general index number 
is based on the wholesale prices of 39 articles (28 exported and 
II Imported articles), except in the case of food grains, namely, 
jowar, bajra, barley, ragi and gram — ^wholesale prices of these 
articles not being available before 1897. 

The Government index numbers, taken from the publication Index 
Numbers of Indian Prices, in column two of the table are unweight- 
ed. The equal importance attached to the commodities prevent 
the index numbers from faithfully recording the nature and signi- 
ficance of the changes in the price level. India is an agricultural 
country and her agricultural production, which accounts for the 
bulk of her total production, consists of a few staple commodities 
like rice, wheat, cotton, jute, etc., while others are comparatively 
insignificant. Some articles like cotton cloth, cotton yarn, raw 
silk and coal have been allowed to exercise an undue influence 
upon the final result, and the whole series of prices Is dominated 
by imported goods and those in direct competition with theni.“ 
As the all-India index number, with 1873 as the base, is out of date, 
reference is usually made to the figures for the Bombay and Calcutta 
wholesale price indices. (See §9.) The base year 1873 can no 
longer be regarded as suitable for comparison. So also the relative 
Importance of commodities has very probably changed since the 
compilation of the series was first undertaken. 

§3. Period from 1861 to 1893 . — ^We indicate below the general 
■character of the price movements between 1861 and iSqs-'’ 

(i) Rising Prices (1861-6). — ^The American Civil War led to 
a scarcity of cotton. The resulting high prices caused a great 
Influx of specie into India, and extensive coinage of silver, which 
was followed by a considerable rise of prices. This episode of high 
prices showed clearly for the first time the influence of external 
factors on the price level in India. 

(ii) Falling Prices {1866-83). — Except for a sudden jump in 
the prices of foodstuffs between 1876 artd 1879 owing to a great 

’ The year 1873 was chosen a.s the basic year because ot normal seasons 
.and .because it was since about that year that the depreciation of silver and 
tile consequent depredation of the rupee may be .said to have started. 

“ See Vakil, and Muranjaii, op. cit., p. 140. . , , 

“ Por a study of the general course of prices from 1825 to igoy, see CK V. 
Joshi, Writings and Speeches, pp. 596-600, and from 1861-93, Vakil and 
Muranjan, op. cit., pp. 311-21; , , 
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^ Sue Index Nunihers of Indian Prices (1928). The weighted index numbers 
set out in the third column of the above table were originally compiled by 
Mr F. J. Atkinson of the Indian Finance Department. The index numbers 
for: the years subsequent to igog have been compiled by the Department of 
Statistics on the lines of : his calculations. For further details .see Index 
Numhcrs of Indian Prices, p. 22,. Appendix C. 

, »'lhid.. , ■ :..■■■ 

Mnde.x : numbers in this column are . taken from . Vakil and Muranjan, op. 
cit.,t, pp. 36S.9. V- . , . ... v . 
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famine, prices were falling from 1866 to 1883. This general fall 
in the earlier j^ears may be regarded as a reaction against the 
previous high prices, and in later years as a counterpart of the 
general downward movement of prices which began in western 
countries from about 1874. has been attributed . to the slacken- 
ing in the production of gold, the adoption of the gold standard 
by countries previously on a silver standard basis, the arrest of 
tlui expansion of the silver currency owing to the closure of the 
mints to its free coinage, the slowing down of the development of 
banking and the growing volume of trade under the stimulus of 
a decrease in the freig'ht charges, and improvements in the arts 
of production.’- 

(iii) Rising Prices (1883-93).— The fall in prices in India was 
arrested earlier than in the gold standard countries of the west, 
as a result of the depreciation of the rupee. It must be noted, 
however, that though silver began to depreciate in terms of gold 
roughly since 1874, the general increase in the production of com- 
modities led to a fall of prices uotiTabout 1883. After 1885, when 
the production of silver definitely outstripped the production of com- 
modities, we enter upon an era of rising prices in India. This may 
be regarded as having continued right up to 1920, except for the 
brief interval 1893-9, when prices went down somewhat owing to 
the contraction of currency in India due to the closing of the mints, 
though the efl'ect of this factor was a little obscured by the famines 
during this period. The rise in prices was the outcome mainly of 
the depreciation of silver and the heavy rupee coinage between 
1881 and 1892. We have already described the causes of the 
depreciation of silver and explained how its demonetization by 
Germany and other European countries led to a heavy inflow of 
silver into India so long as the mints were open to its free coinage. 

§4. The Prices Enquiry Coniniittee (prices during 1890 “l!)l 2 ). — ■ 
The period covered by the Prices Enquiry Committee extended, as 
mentioned above, from 1890 to 1912, and the. five years 1890-4 were 
taken as the ba.se for comparing the price statistics relating to the 
later years. The base period was comparatively normal and free 
from the violent fluctuations witnessed subsequently as the result 
of (he two -sevoiro famines at the close of. the century. 

Until i8g8, when the gold value of the rupee attained stability 
at I. S'. 4 d., the. rupee and the gold index numbers dilTer. Between 
i8go and .1894 the gold price of .silver declined steadily. While the 
rupee prices fluctuated within moderate limits, gsold prices of com- 
modities fell in those years steadily from a level: of 113 to 85. The 

‘ .See Irving Fisher, Purchasing Power of Money, p. 142. 
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Index numhers for India of the general average of rupee prices 
and gold prices for the years iSgo-iQis.^ 


Year 

1 S 

Gold 

prices 

Year 

Rupee I 

pricesi I 

Gold 

prices 

iSgo 

1 97 

ri3 1 

1903 

III 

IIS 

iSgi 

1 98 

106 

190.3 

107 

III 

1892 

lOJ 

100 

1904 

loG 

no 

1893 

103 

96 

1905 

Ilf) 

120 

1894 

100 

8s 

1906 

129 

134 

l8gs 

lOX 

89 

1907 

133 

138 

■1S96 

106 

99 

1908 

143 

147 

= 1897 

I2I 

120 

igog 

133 

138 

1898 

106 

log 

igio 

132 

. 137 

iSgg 

104 

108 

1911 

1.34 

139 

“igoo 

! 116 

1 

::: j 

igi2 

141 

147 ■ 


steady fall in the gold value of the rupee was accompanied by a 
steady decline in the general (gold) price level. Between 1895 and 
1897-, when the exchange was rising rapidly, the rupee price level, 
as compared with the average for the quinquennium 1890-4, was 
higher than the level of the gold prices. Since 189S, when the rupee 
became practically stable at ij. 41!., the index numbers of gold and 
rupee prices moved, as might be expected, in the same direction, 
although the former were higher than the latter by 4 to 5 points. 

Taking now the whole pei'iod 1890-1912, there was a general 
rise in prices throughout India, which was specially marked after 
1905. The rise in prices was specially marked in the case of hides 
and skins, food grains (pulses and cereals), building materials, and 
oil-seeds, all of which rose 40 per cent or more above the level of 
the basic period. Cotton and jute rose about 33 and 31 pfcr cent 
respectively, while other articles of food, metals, and other raw and 
manufactured articles rose by about 23 per cent. There was a 
moderate increa.se in country sugar; but, on the other hand, there 
was an appreciable decrease in the prices of tea and coffee, 
imported sugar, dyeing and tanning materials, especially indigo, 
coal, and shellac, as also a slight fall in the prices of other 
textiles. ; 

The extent of the rise in prices was not the same all over India, 
being greatest in famine areas such as Bundelkhand, Rerar, Sind, 

‘ K. L. Datta, Prices Enquiry Report, p. 29. 

* Famine years'. 

%hL. 
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Agra Provinces (North and West), Punjab East, Punjab West, the 
Deccan, and vSouth Madras. The rise was comparatively small in 
Assam, which is pi'actically free from famine. At the ports, as in 
Bombay, Cialcutta, Madras, Rangoon, etc., it was less than in most 
ol, (he up-country circles. The rise in prices at the ports was smaller 
owing to the fact that they were less susceptible to fluctuations 
since tliey drew their supplies from a wider area. Also in the 
earlier years the prices at the ports had been generally higher so 
tliat an equal rise in prices would show a lower percentage of rise 
than in the up-country circles. . 

While, however, there were striking disparities between the price 
levels in good and bad years, the inter-circle and inter-district 
variations showed a tendency to diminish with the linking up of 
markets by the railways. There vvas a tendency towards an equal- 
ization of prices all over the country. 

• §5. Comparison of the Indian with the world price level, — The 
following table^ shows the range of increase in price in different 
countries arranged in descending order. It gives the average prices 
during the quinquennium igoy-ri as compared with the average of 
the basic period and of the quinquennium 1S94-8, w'hen the lowest 
price level was reached everywhere except in India. 


Country 

Compared with 

Compared with 
1894-8 

India ■' ... ' ' 

40 

40 

Belgium ... 

25 

26 

Germany ... 

2+ 

38 

United Stcites •*< 


38 

Canada 

19 

31 

Italy ... ... ... ••• 

1. 14 

24 

^Australia ... ... ... 

D 


France ... ... 


26 

United Kingdom 


2t 

New Ze.aland ... 

1 ” 

9 , 

This table clearly shows that the rise in prices was greatest in 


India. The United .States and Germany also showed a consider- 
able rise. But this may be attributed to their heavy protective 
tariffs and the Influence of industrial and commercial combinations — 
factors which were practically non-existent in India, 

§6. Causes of the pre-=War rise of prices in India.— -The most 
controversial part of the Report of the Prices Enquiry Committee 
relates to the analysis of the causes of the specially high price level 
prevailing" in India before the War. The Committee divide the 
causes into two classes, viz. (i) causes peculiar to India, and (ii) 

^ K. L, Dana, op. cit., p. 50. 

. 11—27 
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onuses not confineci to India, that is, world facicw's; though tlicy 
recognize that tlie two sets of causes reacted on each other, 

(i) Causes peculiar fo Imlia . — Accortling to the tiommittee the 
causes peculiar to India were {a) sliortage in supply of agricultural 
products and J-aw materials; (h) increase in the demaiul ror thesii 
commodities; (c) development of railways and other eoinnuinications 
in India, and the lowering of the direct jind indirect costs of 
transport in India itself and between Imlian ports and foreign 
countries ; [d] improvement in the general monetary and bunking 
facilities and increase of credit; and (e) increase in the volume of 
tiic circulating medium. 

(ii) IVorld factors . — The world factors were (a) shortage in 
the supply of and increase in the demand for staple commodities in 
the world’s markets; (h) the increased gold supply from the world’s 
mines; (c) the development of credit; {d} destructive wars, and 
increase of standing armies and navies in most of the western 
countries and the United States, diverting capital and labour into 
unproductive channels and cau.sing an increased demand for many 
classes of commodities. India was switched on to the currency 
gauge of the rest of the world owing to her abandonment of the 
silver standard in 1893, and no doubt she shared in the price fluctua- 
tions in the rest of the world owing" to these causes. What we 
want to know, however, is why the price level rose higher in India 
than in other countries. 

§7. Examination of the alleged caii.se.s peculiar to Indiari — The 
Report puls down the rise of prices in India largely to the. shortage 
in supply, particularly of food grains, owing to (i) the growth of 
cultivation not keeping' pace with the growth of population; (ii) 
unseasonable rainfall; (iii) the substitution of non-food • for food 
crops ; (iv) the inferiority of the new lands taken up for cultivation, 
etc. The following table compares the growth of population with 
that of production of food grains and the extension of ciillivatiom 


Index Numbers {Average of i8go-i to i8c)4-_'^ = jqo) 



^ See H. L. Chablani, Studies in Indian Currency and lixchanga, pp, 56-72. 



Mr Dill la condiicled from this table that population bail increased 
by a liu>;er ]Dcrcentaf^'c during- the period under inquiry tlran either 
the total iireii under cultivation, the area under food grains or the 
totiil production of food g-rains. During- the same period also thei-c 
was iin increiise in the external demand for Indian food grains. 
The increase in the internal demand was iittributcd by Mr Diittii 
to ii rise-, in the staiuhird of living- of large .sections of the people, 
particuliirly those engaged in the cultivation of jute, cotton, oilseeds 
and wheat. We have already noticed that the Government of India 
did not accept this conclusion^ on the ground that Mr Daita's data 
were largely conjectural and iii-icertain, and argued that the area 
under cultivation generally, and that under food crops in particular, 
had kept pace with the growth of the population and that there was 
an improvement in the outturn owing to the extension of irrigation.^ 
We may remark here that, even although the area under cultivation 
may have kept pace with the growth of the population, this does 
not necessarily prove that there could be no rise in the prices of 
foodstuffs, because the kinds that were newly brought under culti- 
vation were presumably inferior to those already under cultivation, 
and consequently it would not be worth while cultivating them 
unless the prices were higher. The. Government of India, however, 
were on firmer ground when they argued that there was an 
improved outturn from land owing to the growth of irrigational 
facilities. ‘ 

The substitution' -of nqivfood crops for food crops which was 
advanced by the Committee as one of the causes of the increase in 
the price.s of foodstuffs had not in reality occurred to such an extent 
as to produce an appreciable effect on food prices. In any case, if 
there was a real shortage of food crops the food prices alone ufoiikl 
have been affected, whereas the phenomenon to be explained is the 
rise in general prices which required some cause or causes also 
general in scope. Mr Datta’s whole treatment is vitiated by his 
failure to distinguish clearly between relative and general caii.ses. 
Also he strays into the path of error by arguing as if the level of 
prices de]5ended not on the relation between the volume of goods and 
that of the circulating media but on the former and the size of the 
population. A general increase in the prosperity of all sections of 
the people, which Mr Datta regards as having been responsible for 
an increase in demand, appears to be prinia facie improbable in the 
circumstances supposed. If the supply: of food failed to increase 

: . ^ Ante, vol. I, p. So. 

, “' See Resolution of the :Government, of India on the Prices Enquiry Com~ 
miitee Report,' pats.:i3-i8. 

: * See - Chablani, op. cit., p, 62. ' ' . 
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ill proportion to the population, this must mean widespread ilislress 
in a country like India, wliicli does not import foodstufls from 
abroad except to a negligible, extent, and in which agriculture, is 
practically the only occupation of the people. II: there tvas a 
univer.sal increase in the standard of comfort this would have causcil 
an all-round increase in productive efliciency, which by itself, unless 
it was accompanied by a corresponding increase in currency, ouglit 
to iiave occasioned a fall and not a rise of prices. 

The development of communications would, on the one hand, 
tend to raise prices bj' increasing the rapidity of the circulation of 
money even assuming that there was no increase in the ciuantity of 
money, and on the other hand, it would tend to depress prices by 
increasing the volume of transactions. There is no evidence that 
the latter tendency was such as to overbear the former. The chief 
effect of communications is to make prices uniform so that they 
will be higher than before in some places and lower than before in 
others. But w-hat we arc seeking- an explanation for is a universal 
rise everywhere. Mr Datta isolates the innuence of credit from 
that of metallic currency. He docs not admit that the volume of 
metallic currency had increased more thiin the volume of business, 
but he thinks that there was a considerable growth of credit in 
India during the period under inquiry. As tve shall show presently, 
his former assertion was incorrect. And as regards the latter there 
was no such development in banking and credit as would have been 
necessary to produce the actual ri.se in prices.'' 

As to the export of foodstuffs producing a rise in price.s in India, 
the following considerations must be borne in mind. In the first 
place, the proportion of exports to total trade never exceeded 7 per 
cent during the period in question and therefore their effect could 
not have been very great. Moreover, prices were actually lowest 
in years when the exports were highest. In fact, it would 
be equally valid to argue that it was the prevalent low level of 
prices which was the cause of the increase in exports. Again, 
•wheat (the principal article of food exported) constiliUed only 10 
per cent of the total food produce in India, and the influence of 
the export of a part of this 10 per cent on the level of prices of 
foodstuffs in general cannot be regarded as anything but negligible. 

Other alleged causes are rise in wages, the import of capital 
into India and the influence of dealers’ monopolies. As regards 
the first, it was a relative cause because there was ' no evidence 
whatsoever that there was a universal rise in wages in the agricul- 
tural and manufacturing industries. In the second place, it i.s well 

* Road on thi^ point Brij Narain, Indjon Economic f-i/c, pp. 170-4. 


known I hat prices rise first and then wages. As regards the import 
(jJ. ioieign capital this is an inadequate cause, because in some 
ycvii-.s the interest paid by India balanced the capital sent to India. 
.Similarly, with reierence to the last of the catuses mentioned, 
namely, dc-alers’ monopolies, this was at best a relative cause and, 
in any case, not adequate. 

§8. Currency inflation the real cause. — By a process of elimina- 
tion we arrive at the conclusion that the inflation of currency — which 
in India could only mean metallic currency owing to the inconsider- 
able development of credit — was the main cause of the rise in 
prices. ‘ The rupee being no more than a note printed on silver 
and being inconvertible into gold, it was almost as easy to issue it 
to excess as inconvertible paper notes. Its supply depended wholly 
on the discretion of the Government, who had the monopoly of its 
issue. The Government often wrongly supposed that more rupees 
were neces,sary, wJnm in fact they ^^•eJ•c not wanted, and proceeded 
to coin them. That on occasions excessive coinage did take place 
in this manner, for example in 1905-7, has been freely recognized 
even by Mr J. M. Keynes, one of the warmest admirers of the gold 
exchange standard in India, as the following passage in his book, 
Indian Currency and Finance, testifies:® ‘The effects of heavy coinage 
arc cumulative. The Indian authorities do not seem to have under- 
stood this. They were, to all appearances, influenced by the crude 
inductive argument that, because there was a heavy demand in 
1905-6, it was likely that there would be an equally heavy demand 
in 1906-7; and, when there actually was a heavy demand in 1906-7; 
that this made it yet more likely that there would be a heavy demand 
in 1907-8. They framed their policy, that is to say, as though a 
community consumed currency with the same steady appetite with 
which some communities consume beer.’ 

The view that heavy coinage was mainly responsible for the rise 
in prices was voiced in the. Imperial Legislative Council Vjy the late 
Mr Gokhale in iqo8 In the following words: ‘The stock of rupees 
in existence in India before i8g8 was estimated by Mr Harrison, 
the expert, at 130 crores. During the last ten years the Government 

’ Mr.s Vera Anstey holds that Indian prices rose more than oxlenial prices 
hecau.se, before 1914, the world rise in prices was composed of a compara- 
tively small increase in the prices of manufactured articles, which form the 
bulk of products of industrialized countries (and particularly of Indian imports), 
and a very rapid increase in prices of foodstuffs and raw materials, winch form 
the hulk of Indian products (and particularly of Indian export-s). See V. 
AmiRYj The Economic Development of India, p. 450. However, for reasons 
advanced in §7 above, we are inclined to regard currency inflation as the 
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Jiave marie a net adiiition to this stock of over too erorcs. . . . Such 
a sudden inflation is bouml to result in a general risi; in prices. . . . 
What is probably happening is this. The rupees issued by the 
Government in response to the demands of trade go into the inte- 
rior and .spread themselves among those from whom purchases are 
made. But they do not flow back quickly to centres of trade, or to 
banks, and thus new rupees have to be obtained for transactions for 
which the old rupees might have sufficed. Meanwhile, the melting 
of rupees having ceased (as a result of the token character of the 
rupee since the clo-sing of the mints in 1893 and its artificial higher 
exchange value), every issue becomes a net addition to the volume 
of currency.’ 

Mr Datta argues that there was no redundancy of rupees as 
the volume of business increased more than the volume of metallic 
currency. But if the expansion of liusiness was more rapid it is 
difficult to see why prices should have risen at all. Again, in 
measuring the expansion of the volume of busine.ss, Mr Datta is 
guilty of a serious error in that, instead of taking the physical 
quantities of goods handled in the way of trade, he takes their 
values in terms of money (inflated currency), thus showing an un- 
duly high percentage of increase. While thus overstating the ex- 
pansion in the volume of transactions, Mr Datta under.states the 
additions to the currency by failing to take into account the 
sovereigns and half-sovereigns and the small silver coins in circu- 
lation.^ 

The results of tlie discussion of this subject by Professors Vakil 


and Muranjan are set 

out below. 



Period iSgg-igij 


1899-1913 

Rise in enn-oncy 
circulation 

1899-1913 

Rise in prices 

1899-1903 to 1901-1913 
Growth of goods 

gS'S per cent 

S®'4 psr cent 

42'6 per cent 


From these figures the authors conclude that, assuming world 
prices rose by approximately 25 per cent during this period, at 
Jea.st a quarter of the total addition to the currency fi-om 1899 to 
1913 must be held to be inflationary in character.^ 

There, is a striking parallelism between the general inde.x 

See Chablani, op. cit., p. 6a. 

* Vakil and Muranjan, Currency and Prices in hidia, p. 333, 
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tuunbei- of prices and the estimated total of the currency for each 
of the years bcL-w'een 1903 and 1907, as the following- table shows. 


1 

« i 8 

I'.Ktimntcd total 
of currency on the 
1st of April of 
each year 

1 j 

General 

of prices 

Estimated tot.il 
of currenev on the 
ist of .April of 


roo 

100 

1906 

131 

127 

•904 

102 

no 

1907 

140 

136 

1905 

1,2 j 

“5 
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Mr Datta, however, suggests that the parallelism is purely acci- 
dental. He urge.s that the average net coinage tvas much less 
during the period (1892-3 to 1911-2) than during (1874-5 to 1892-3). 
But he forg-ots that during the first period much of the coin was 
melted atul there was scarcely any net addition to the currency 
from year to year, whereas during the second period melting ceased 
as one of the results of the closing of the mints, so that every rupee 
coined was a positive addition to the existing stock. Again, before 
1893, the value of the rupee depended on the value of silver, and 
the latter depended on the changes in the supply of silver (assu- 
ming demand to remain constant). The annual additions to the 
supply by imports of silver w^ere so small relatively to the total 
stock of silver in the country, that they could not cause any notice- 
able alteration in the value of the metal and therefore in the value 
of the rupee. But after 1893 the main factor determining the value 
of the rupee was the quantity of rupee coins (and not silver) in 
existence at anv given time, and since the annual coinage added 
considerably to the. number of rupees already in circulation, the 
effect on rupee prices was pronounced.^ 

Mr Datta argues that a redundancy of rupees persisting over 
any length of time tvould have caused an export of gold and a 
continued fall in exchange ; and that as this clTcct was not visible 
the theory of inflation falls to the ground. He wrongly imagines, 
iiowever, that the suggested effect on exchange can follow from 
liigh prices, only if the latter are brought about by inflation of 
currency. As a matter of fact, his objection, in so far as it is valid 
at all, is valid not merely against this or that pai'ticular alleged 
cause of the rise in prices, but against the phenomenon of higher 
prices in India than ivorld prices. The phenomenon itself, 


’ See Chablani, op. cit., pp. 67-S. 
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liowever, could not be denied. In fact it formed ihe V(.',ry riiison 
d’etre of Mr Datta’s own inquiry. 

§g. Prices during and since the War. — The pre-VN’ar tendency 
of prices to rise, which we have discua.sed so far, manifested it.self 
in an unprecedented def,>-ree during- the years 1914-30, espetdally 
during tlie latter part of this period, owing- to conditions creati-d 
by the War. The rise in prices was, however, smaller in India 
than in some other countries, especially in tliosc that Avere directly 
engaged in the War, as will be seen from the following- table. 


Index numbers of prices in India and. some foreign countries 


Year 


Ink 

(b) 

U.K. 

U.S.A. 

Ao 

(r) 

1313 


... 

100 

100 



1514 




98 


JOO 

1915 



127 




i9i{) 


128 


127 

188 

117 

1917 . ... 


HS 

206 




1918 


17S 

226 

‘94 

339 


1919 



242 


3.5<‘ 

236 




29s 


509 

259 

1921 ... 


178 


‘47 

34.5 


192s : ... 


176 

159 

‘-19 

327 

196 

1923 



‘59 

‘.54 

419 

199 

1924 


m 


t.50 

489 

207 

1925 


IS9 

‘59 

159 

.5.5" 


1926 


148 

148 


703 

179 

1927 


■ 148 ■ 

141 

9S 1 

617 


1928 . 


14s 

140 

97 


'17^ 

1929 


141 ,! 

‘37 



167 

1930 ^ , 


116 


86 1 


137 

1931 (March) . ... 



105-9 

75 



1931 (December) 


98 

105-9 

69 

442 

I 14 

1932 (March) : ... 



104-7 

66 



1932 (December) 


88.' 


: ■ ■ 63 

413 

140 

1933 (March) 


■ ■■ 83 

97-6 


39“ 


1933 (December) 


89 . 

ina-S 

71 

407 

333 

1034 (Hardi) 


■ , ■ 88 ■ 1 

103-8 

74 

i 394 


1934 (December) 



104-4 

77, : 

344 

137 

,1:935 (March) ... 


87 

(/)86-9 


335 


193s (May) ... 


91 

(/)88-i 


34“ ; 



(a) The index numbers for India are those of wholesale prices at Calcutta 
with July i()i4= 100. See Review of the Trade of India, 1934-5, p. 4 and 
Report of the Controller of Currency, 1934-5, Statement I. 

(ii) Board of Trade figures : 1913 = 100. 

(c) 1913 = 100 up to 1925, afterwards 1926=100. 

(<f). 1913= 100. . 

:{e) i9i4=ioo. y:' 'V;- ' 4'.;-;:;/ 

(/) The Board of Trade discontinued the. old series and introduced a now 
one with 1930=100. The index numbers for 1935 in the (able are lliase -n-ith 


PRICES IN INDIA 


425 


The Ivisher rise of prices abroad would normally have been 
corrected by a rise in exports and deeline in imports. The conse- 
qucnl; import rvl' specie, into India would irave. caused a rise in the 
internal prices until they equalled external prices. But the res- 
trictions on th(.-, import of specie and exports of goods, as well as 
(lovernment control of prices during War-lime, prevented this 
adjustment. Indian producers were thus deprived of the benefits 
of higher prices. 

This was one of the reasons why they were unable to build up 
ampler reserves and were at a disadvantage as compared with the 
importers of competitive articles, when the War-time boom was 
followed by a depression. Again, in the absence of Government 
inter,ference, exchange would have risen even earlier and more 
rapidly than it did and this would have stimulated imports and 
checked the relatively greater rise in the price of imports. India 
would have received better value for her exports and would have 
been better able to meet the cost of post-War reconstruction. The 
consideration, however, which prompted Government interference 
with exchange wa.s that serious trade dislocation would have result- 
ed at a very critical stage of the War if exchange had been left to 
itself entirely.'^ 

During the War period, the prices of practically all commodities 
in India, including' the necessaries of life, showed a very steep rise. 
The following table.^ shows the price changes affecting certain 
commodities between the years 1913-20. 


1913 = 100 






f 

1913 

1920 

Percentage 
change : 

Rice per 

niaund 



s 

Ae 

3 9- 

«S A P 

161 

Wheat 

do. ... 



3 

II 6 

7 00 

188 

Jowar 

do. 



3 

0 0 

58 0 

183 

Salt 

do. 



0 

8 7 i 

I 8 2 

280 

Cotton cloth per piece 



5 

4 0 

14 2 0 

.6, 


By 1919, the prices of food grains had risen on an average by 
93 per cent since the commencement of the War, while the increase 
in piece-goods was just under 190 per cent for imported goods and 


* See Anstey, cjp. cit., pp. 457-8. 

® Stanley Jevonfs, Money, Banking and Exchange, p. 261. 
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just over 6o per cent for Indian-made gfoods. We have already 
observed that: tlie prices of the imported tfoods, such :is cotton piecc- 
S'oods, steel and iron, sugar, dye-stulTs, etc. in genertd, rose muttli 
more than those of the exported g'oods, and have also explained the 
causes of this disparity.'- The. diversion on the ptirt ot the principal 
nation.s of Europe of their cnerg'ies to the work (.rt destruction 
instead of production had naturally led to ti vvi.irld shortage of the 
necessaries of life. The shortage of production as well as the 
intense competitive, demand of the belligerent countries for coin- 
modities of all kinds, together with the creation of a huge volume of 
credit and currency to finance the War, were responsible, for the 
phenomenal increase of prices. These world conditions were bound, 
sooner or later, to retict on India by increasing the demand for 
her products abroad as well as by adding to the cost: of her imports. 
The restrictions imposed on exports by the shortage of tonnage 
and by Government control, however, checked the rise in prices 
in India to some extent. 

§10. Inflation of currency. — We have already noticed that, for 
some time after the outbreak of the War, the balance of trade 
remained strongly in favour of India. At the same time there was 
a serious reduction in the imports of treasure, tints throwing upon 
the Government the whole of the responsibility of financing the 
export trade by issuing a large volume of additional currency in 
the form of rupees as well as currency notes. The expansion of 
currency of all kinds was very much greater relatively to the increase 
in the volume of business. The process of inflation was also helped 
by the methods of War finance adopted by the Government. In order 
to meet the heavy War expenditure they furnished themselves with 
the means of payment partly by raising' taxation and loans and partly 
by the artificial creation of purchasing power. The Government 
possessing, as they did, the, alisolute monopoly of note issue, were 
able directly to provide themselves with the means of payment by 
watering the paper currency. The War loans of the Government 
also inevitably led to inflation. Only a portion of these loans came 
out of the real savings of the people'. The remainder took the form 
of bank credits or the creation of deposits, subject to cheques, which 
the banks opened in favour of the Government, on their own account 
or on behalf of their ctrstomers who wished to invest in (he War 
loans. ^ The. .short-term Treasury Bills which were issued by the 
Government of India for meeting the succes.sive budget deficit.s were 
another source of inflation as the. banks lent freely against their 


‘ See above, :ch. vi, §5. 

" Panandikar, op. qit., pp. 317-18, 


security and that of the War Bonds. Tluis there was a very larg-e 
increase in tlie bank deposits (credits) as well as in their velocity 
(as shown by the bank clearings)/ wliich supplied so much more 
ljuying power and thereby contributed to the rise of the prices.- 

One of the causes why the rise of prices in India was not so high 
as in oilier countries was that the extent of currenev inllntioii 
was far less in India, though speaking absolutely it was consi- 
derable. 'I'he inflation was accompanied by increased rapidity 
of circulation, proceeding from and reflecting a diminished level of 
public confidence, as in Germany and Russia, though here again 
the effect was on a. very much smaller scale in India. “ 

There were other causes which aggravated the rise. Reference 
has already been made to the breakdown of the railway system 
and the shortage of rolling-stock during the WTir years. This led 
'to difficulties in the distribution of goods and thus accentuated the 
ell'ect of local scarcity, incidentally creating golden opportunities 
for the profiteer. Aforeover, during the year 191S-19, there was a 
widespread failure of the monsoon in India, which caused a serious 
shortage of foodstuffs. There was again a failure of rains during 
the latter part of 1920 with similar consequences. Prices reached 
their highest limit in the year 1920 with the Calcutta index number 
at 201 as compared to 100 in 1914. 

The influence of the i.<;. 6d. ratio in depressing Indian prices 
has already been exhaustively dealt with and we need not say 
anything further here on that score. 

§11, Effects of hi{|h prices, — ^'I'he Prices Enquiry Committee 
held that the high prices in India before tlic War benefited the 
country as a whole. This view was then endorsed by the Government 
in their Resolution on the Report of the Committee (1914). The 
Committee argued that India, being a debtor country with large 
foreign obligations which she meets by the export of part of her 
produce, benefits when the prices of such produce rise, because 
then she is able to discharge her foreign obligations by the export 
of a smaller volume of commodities. But as against the high 
prices of exports we must set the increased prices of imports and 
the higher cost of production. In any case it is difiicult to l)elieve 
that a higher range of prices, especially when it is due to an 
inflation of currency, is by itself capable of conferring any per- 
manent advantages on the country as a whole, sufficient to offset 
Its well-known disadvantages. The late Hon’ble 'Mr G. V. Joshi 


' See also ' cli. s.. ■ 

’.See Findlay Sliiwas, Qp. cit., pp. 232 and 410-11. 

’ D. T. Jack, Restoration of European Currencies, p. 3. 
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expressed what after all is Ihe sound view in this mailer when he 
observed that ‘a real incro'asc of wealth and prosperity comes lo 
nations as it docs to individuals, not from any reckless piling up 
of coined rupees or again from any rise of prices . . . Mdiich ... 
in India is almost invariably associated with crop failures and 
famine conditions, but only from an increase in industrial activity, 
energy and elliciency on the one side, and on the other, from 
increased productive employment of capital’.^ Rising prices do 
stimulate productive activity. But the process must be gradual 
Mild we can only know that it has been gradual if independent 
proof is forthcoming of the fact of increased prosperity. It is 
dangerous to suppose that if prices are rising:, that in itself is 
.sufficient proof that the nation is advancing in prosperity. For 
in that case material prog-ress could be cheaply and effectively 
secured by tleliberatel}’' raising the price level, say, by inflation. 
Mrs V. Anstey, in an interesting and thought-provoking chapter 
of her book, The Economic Development of India," has at- 
tempted to derive certain conclusions I'egarding national 
prosperity from price and wage-movements in India during the 
pre-War and post-War periods. She has argued that the results 
yielded by this method are more reliable than tho.se based on the 
Uncertain estimates of per capita income at variou.s dales which 
we have discussed in chapter IV above. It should, however, be 
noteil that an examination of price changes cannot by itself give 
us any information as to whether there has been any progress or 
setback from the point of view of wealth prodiwiion. It merely 
tells us in what manner the distribution of wealth among'st the 
various classes of people has been affected by any given alteration 
ill the price level, and its conclusions as regards benefit or injury 
to the nation as a whole due to the price alterations are based on 
certain assumptions as to the relative iniporiance to be attached 
lo the welfare of the different classes. It is suggested, for example, 
that ‘in India the bulk of the people belong to those classes which 
are benefited by a rise in prices’, and that the debtor classe.s are 
on the w'hole more deserving, so that even when they benefit at 
the expense of the creditor classes there is nothing to reg'ret in 
this because these latter consist mainly of moneylenders who are 
simply ‘bloodsuckers’. It seems, however, an invidious pro- 
ceeding to classify cei'tal 11 sections of society as deserving 
and certain others as undeserving.; A really sound notion of national 
progress implies the prosperity of all classes and not of some 

' See G. V. Joshi, Speeches and Writings, p, 6ia. 

' PP- AA 5 : et SH- ; 



classes at the expense of others. Ag-ain, difficulty arises from the 
fact that many people are creditors at the same time that they are 
del)tors. It also seems rather crude to indulge in sweeping I'on- 
demnation of the whole creditor class. We have already seen how 
the moneylender is at present an indispensable member of the village 
community, and any general cause which injures him is likely to 
react unfavourably on the cultivator whose needs he supplies. There 
are indeed good reasons for supposing that the pre-War period 
between the years 1900 and 1914 was on the whole a period of 
steady if slow economic progress, in India, But we contend that it 
is not possible to establish this conclusion by interpreting price 
statistics alone. 

Mrs Anstey holds that the price changes before the War w'cre 
of such a nature that they must at least have benefited the large 
body of cultivators in India; because the rise in the article.? of 
.export, that is those which the. cultivator sells, for example 
jute (43 per cent), hides and skins {59 per cent), oilseeds (45 per 
cent), food grains (42 per cent), was far more pronounced than 
the rise in the imports, lh;it is articles which he purchases, for 
example cotton manufactures (25 per cent), metals (20 per cent), 
sugar (9 per cent), kerosene (no change), salt (which fell by 30 
per cent, even without allowing for the decrease in duty). A 
relative change in prices of this nature undoubtedly provides the 
conditions under which the cultivator may benefit, but there is no 
guarantee that the possible advantage will be always realized in 
practice. The profits of the cultivator arc, for instance, liable to 
be intercepted by a variety of other interests, and special proof is 
required that this has not occurred to any considerable extent before 
we accept the advantage to the cultivator as established beyond doubt. 

During the War, prices of imports rose more than the prices 
of exports. This had the result of increasing the expenditure of the 
cultivator relatively to his income, and is generally admitted to 
have injuriously affected the agricultural classes. Here then we have 
a refutation of the general proposition that a rise in prices must 
benefit the bulk of the people in India. Dr Mann’s investigations, 
the results of which have been briefly set out below, actually show 
that the consequences of a rise in prices may be positively 
harmful. (Sec §14 below.) Monetary instability causes ‘a redistri- 
bution of the favours of fortune so as to frustrate design 
and disappoint expectation’, and it destroys the atmosphere of 
security which is essential for the confident pursuit of economic 
activities. On the.se general grounds we must regard with suspicion 
any attempts to prove that large price fluctuations either in the one 
direction or the other are beneficial to the country as a whole. : 
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With reference to the temporary advantages and disadvantages 
accruing from price fluctuations to particular sections of the 
community, one part of the problem has already been dealt with in 
connexion with the ratio controversy. We had then occasion to 
describe how tlie difl’erent classes were allected by falling prices, 
and inferentially we may be said to have, described the elfects on 
them of a rise in prices also. All that is necessary for us now to 
do is to reverse the propositions laid clown in connexion with the 
falling prices in order to get an idea of the adventitious gains and 
losses arising from rising prices. 

However, it may be instructive to set forth more explicitly the 
consequences of price fluctuations in recent times in India and ex- 
amine how different sections of the population have fared under them. 

gia. Effect on agriculturists. — It is often said that landholders 
and the village people in general must necessarily benefit by high 
prices for agricultural produce. It is, however, cle.iir that only 
those who have a surplus to sell would benefit, and only in case 
the goods they have to purchase have not also risen in the same 
proportion as the goods they sell. Again, as already staled above, 
the gains of the agriculturists in India are intercepted to a very 
large extent by a numerous class of middlemen, and tfie high prices 
consequently do not result in any appreciable advance in the 
economic condition of the agriculturist. We must also lake into 
account the fact that, while cultivators of their own laml and of 
lands rented on long leases, depending on their own lubbur and 
having a surplus to sell, stand to gain by high prices, tliiS' cl9.es 
not hold good of those who have to make rent payments in kind 
or who have received advances repayable in grain, or again those 
who hold short-term leases of land or have to employ hired labour. 
Moreover, both classes of cultivators have to reckon with increased 
expenses of production and higher prices of commodities like cloth, 
oil and other prime and conventional necessaries of life. 

§13. Rural labourers. — It i.s almost axiomatic that wtigc move- 
ments lag behind price changes, so that when prices rise tlierc is a 
sliorter or longer period of hardship which wage-earners must 
generally go through. In this connexion it is necessary to bear in 
mind that many petty cultivators: in India are also wage-earners. 
According to Mr Datta, however, the wages of rural labour- 
agricultural labourers and village artisans — rose faster before the 
War than the retail prices, and the rise Avas the greatest in rural 
areas, where the real wages of these classes showed an increase of 
38 per cent-^ Similarly, during the War and post-War period 

’ Prices Enquiry Report, p. 169. 


there, was apparently a progressive adjustment of rural wages 
to priees, established after an interval of considerable suffering 
during the jDeriod of non-adjustment. ‘Throughout the period 
under review (1921-2) unskilled agricultural labourers commanded 
such high w'age.s that in certain parts of India cultivators found a 
iiKM-e certain and profitable mean.s of livelihood than agricultural 
work.’ The fall in prices .since 1921 further secured to the rural 
labourer some increase of real wages.^ 

As illustrating these remarks the subjoined table- showing the 
course of wages in the Bombay Presidency is of interest. 


(/J) J'VafftiS (nomimil) in urban areas (district headquarters towns) 


Presidency average 
(Including Sind) 

Daily average wages per head in 

1900 

1913 

1926 

1927 

1933 1 

1934 

Field labourer.s ...030! 

Ordinary labourers 

■ {unskilled), 043 

Skilled labourers ... 0 10 9 

10 4 9 

10 6 3 
!o J3 9 

0 10 6 

0 12 9 

1 13 9 

096 

I 13 0 

0 6 (3 

0 8 10 

1 8 S 

^6 I 

0 .8 S 

1 8 0 


(B) Wages (nominal) in rural areas 


Field labourers 


lo 8 3 

0 7 60s s o 5 3 

Ordinary labourers 

... 0 3 0 053 

0 9 6 1 

093 068065 

Skilled labourers 

... 0 9 0 0 II 9 

1 .9 3 

183129 I, 3 8 


The rise revealed by the above table is typical of the course of 
wages ill all parts of India from 1918 to 1926 when wages con- 
siderably inipioved everywhere. Considered as a whole during this 
period there was an increase in real wages also, as is shown by 
a comparison of the index numbers of nominal wages with those 
of priees and the cost of living. But there is a downward tendency 
noticeable in the \vages since 1926, especially in the rural areas. 
Tills tendency has been accelerated during the years of the economic 
depression prevailing since 1929. The index number of wages 
of field labour in urban areas came down from 221 in 1926 to 137 
in 1933, and in rural areas from 206 in 1925 to 127 in 1933. There 

hidia in iQ2i-2, p. loy . . n: [nr : 

“ See Report on Enquiry into Agricultural Wages in the Bombay Rresi- 
ilency, tg24; Bombay in iqaj-8, p'p. So-i ; and Bombay in 1034-S, pp. 62-5. 
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iias been a sharp fall in rural wages, although this has been offset 
by the clieapness of foodstuffs and other necessaries of life (see 
S20 below). Although real wage index numbers for the whole 
Presidency cannot be constructed, it is sufficiently clear that, 
considered as a whole, the index numbers of nominal wages are 
higher than those of prices or than those of the Bomliay cost of 
living. 

814. Effects of high prices on rural prosperity in genera!.— 
Dr Mann's conclusions with regard to the effect of high prices on 
rural prosperity in general are so Instructive that we make no 
apology for reproducing his summary. 

(i) (a) A 50 per cent ri.se in prices without a corresponding 
increase in wages makes for the advantage of tliose who have 
sufficient land which they work with their labour to maintain them- 
selves in a .sound position, (b) The man who benelits most is the 
non-cultivating proprietor who works his land by labourers, (c)' 
Where there, is a combined dependence upon the land worked by 
a family and upon income derived from the family’s labour the 
final position depends solely on the proportion between the income 
from the self-worked land and that from labour, (d) But the 
g'eneral effect on the village population is disastrous; and the 
annual budget deficit among the families belonging to the village 
increases enormously. 

(ii) If prices as well as wages rise, say, by 50 per cent, the 
people . belonging to class {a) are again much better off. (b) The 
non-cultivating proprietor is not appreciably affected c.xcept in so 
far as he has large debts. The position of the people of class (c) is 
still improved and the improvement is slightly greater than the rise 
in price.s. (d) The general effect on the village population is to 
lower their economic position. 

(in) With a rise of prices, whether wages increase or no, two 
general results seem to ensue, (a) The gulf between the .solvent 
and insolvent of the villagers tends to widen, the vast majority of 
the people previously solvent becoming’ more so, while the position 
of the insolvents deteriorates, (h) On the other hand, since the rate 
of interest, which is always high in India, does not increase with the 
ri.se in prices, those who have incurred largfe debts previou-sly suffer 
less in proportion than the others. On the whole, it may be said 
that a rise in prices tends to empha.size economic diffcrence.s throug-li- 
out the rural population in India, those who are well-to-do becoming 
more well-to-do and those who arc poor becoming- poorer. 

It is true that the above conclusions do not pretend to be scienti- 
fic generalizations of universal validity. They are merely intended 
to indicate the probable effects of a given rise in prices under con- 



ditions obtaining in the villages which formed the subject of Dr 
Mann's inquiry about the year 1917. We cannot say that a rise 
of prices must of necessity mean economic deterioration in India. 
But neither can we assert that it is necessarily beneficial, and this 
is the warning to Ik; received from Dr Mann’s study. 

§15. Effects on rent receivers. — Regarding the effects of a rise 
in pric:e.s on cash rents, a distinction is necessary between protected 
or privileged, and unprotected classes of tenants. In the former 
case, illustrated by the class of occupancy tenants, rents would 
naturally show a comparatively small rise; \vhile in the second case 
the increases might be very considerable.^ - 

§16. Effects on industry. — (i) Handicrafts.~We have already 
drawn attention to the condition of economic stagnation of persons 
eng-aged in indigenous handicrafts otving to ' the competition of 
machine-made g-oods. The rise in prices, if anything, increased 
the severity of this competition and made the position of the handi- 
craftsmen even tveaker than before. 

(ii) Cajyitalist mcmitfacturers . — ^The case of capitalist manu- 
facturers is more complicated, for, generally speaking, the rise in 
prices is not immediately followed by a proportionate rise in all the 
costs of production including wages. Therefore, prima facie, this 
class should benefit, at least in the beginning. But, as will be 
shown below, the wages of the operatives in the manufacturing 
industries have in most cases exceeded the rise in prices. The fall 
in prices since 1920 has further increased the real wages of factory 
labour, and since no proportionate increase in efficiency is as yet in 
evidence, the manufacturers have on the whole suffered on the score 
of wages. The rise in prices during the War and the early post- 
war period no doubt brought the manufacturers immense profits, 
wiiich would have been even higher but for Government inter- 
ference.- But these profits were mostly dissipated in the distri- 
bution of recklessly high dividends, instead of. being utilized for 
strengthening the reserves. ‘Full steam ahead and damn the conse- 
quences’ seemed to he the motto of the mill-owners, and they are 
now paying the penalty for this policy. The difficulties of tlie 
present period of depression could not indeed have been avoided 
.altogether by any amount of foresight, but the lack, of foresight 
has certainly added to them to an appreciable extent. 

§17. Labour in cities and towns. — In the pre-War period, as 
Mr K. L. Datta shows, the nominal and real wages of the different 

* It may be noticed that in recent years there, has been an attempt on 
the part of the , labouring and ffenant, classes-, to ' secure’ .for. themselves the 
advantages of collective bargaining by .the formation of tenant unions and 
Uisansab'hds. 
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classes of labourers rose, though the rise in real wages was not so 
Iiig-Ii as in the rural areas, being- 33 per cent in the urban areas and 
28 per cent in the cities. ‘ We have already traced the course of 
wag-es in the case of industrial labour during- and after the War 
(with special reference to conditions in Bombay). 4'he rapid rise 
of prices between 1917 and 1920 led to an epidemic of strikes, 
and in some cases there were even bread riots and looting- of 
bazaars. After 1921, however, a definite improvement in the con- 
dition of industrial labour both by an increase of wages and a 
progressive fall in the cost of living, seemed to be occurring-. But 
the present depressed position of industry is resulting in lower 
wages, widespread unemployment and much sufl'ering among the 
wage-earning clas.ses. 

§iS. Effects on persons with fixed incomes. — The worst sufferers 
from high prices are persons with fixed money incomes, like pension- 
ers, clerks and, in general, the lower grades of state and com- 
mercial employees, or those dependent on income from securities 
and shai-es, and professional men who live upon customary fees. 
These classes, collectively styled as the middle classes, suffer 
greatly during periods of high prices owing to their fixed money 
earnings and the heavy increase in the cost of food, clothing, 
lighting, house rents, and the wages of such labour as Ihey happen 
to employ. Their social status debars them from undertaking- 
work of certain kinds, while the market in which they them- 
selves compete for employment is chronically overstocked. Nor 
have they yet learnt the value of organization and collective 
bargaining. 

§ig. The latest phase: slump in prices. — Prices in India having 
reached their maximum in 1920 began to decline from 1921, and 
for some time the process was more rapid in the United Kingdom 
than in India, endangering the Government policy of stabilizing 
the rupee at 2^. gold. The sale of the Reverse Councils in 1920 
and the consequent deflation of currency led to a fall of prices. 
Also, as a result of the adverse balance of trade in 1920-1 and 
1921-2, there was an actual export of gold from India. Lastly, 
there was the intluence of world forces oil Indian prices, explaining 
the striking parallel downward movement in India, the United 
States and the United Kingdom until 1929. (See Table on p. 4.2^ 

' Domestic servants in towns and cities did not benefit from a rise in their 
wn^es to the same, fextent as the .other classes of l.ihourerti, Noi- was the rise 
in tlte real wages of all industrial labour as large as in the, case, for example, 
of, the Bombay .factory, labour.' . Nominal wages ' increased in all cases, Imt the 
in , some cases.; not. .even e.qual to the rise of -priccs, especially in the 
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above.) The influence of the is. 6d. ratio in depressing- Indian 
prices has already been exhaustively dealt -ivith and we need not 
say anylhing- further here on that score. 

d'hc downward movement of prices has been very appreciably 
accelerated since October igag after the Wall Street collapse in 
America.^ It is a phenomenon from ivhich no part of the civilized 
world has escaped. The prices of primary products have fallen 
more than those of manufactured articles, and ag-ricultural countries 
like India have been more adversely a (Tected thereby than industrial 
countries like the United Kingdom. An idea of the magnitude of 
the fall in India may be gathered from the statistics of the index 
numbers of prices in the table on p. 424. The Calcutta wdiolesale 
price index number (July igr4i= 100) stood at 143 in September, 
igag. In September, ig3i, when Great Britain went off the gold 
standard, the inde.x number stood at 91 (i.e. below the pre-War 
level). The rupee, which was then linked to sterling, reacted to the 
immediate consequences of sterling’s departure from gold, and the 
price level improved to gS in December of the year. This advantage 
was not maintained in 1932, which saw' a steady decline to lower 
levels, the index number falling to 88 in December 1933. The 
early months of 1933 saw' further weakness, but thereafter the 
price level steadied itself, and in December 1933 the index number 
stood at 89. January 1934 saw an improvement by one point which 
was lost in the succeeding month, while in March there was a 
further fall to 88. During 1934 and 1935 the price level generally 
fluctuated within a margin of tw'o points from this level, the 
changes being more often in the upward direction. January 1935 
was, however, an exceptional month and saw* a sharp rise by six 
points from 88 in the preceding month. This advance w'as only 
temporary and w'as due to a speculative rise in the price of cereals 
and oilseeds. In March 1935, the index number stood at 87, i.e. 
still 13 points below the pre-War level. 

It will be noticed from the same table that the price fall is 
greater in India than in the United Kingdom. In the U.S.A., after 
the disastrous fall of prices up to March 1933, a welcome improve- 
ment is noticeable. Bctw'een January 1934 and April 1935 there 
was a gain of about 8 points In the wholesale price level in that 
country due to the devaluation of the dollar as well as to the 
operation of the N.R.A. (National Recovery Administration) and 
the Agricultural Adjustment Administration. In Japan, which left 
the gold standard in 1931, the trend has been definitely iipw'ard, 
especially from July 1934. In France, which is the mo.st important 


* Ante, cll. viii; §26. See also di. vi, §7. 
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counlu'v in the gold bloc/ the trend of prices has been almost 
continuously downward. 

One serious aspect of the price fall in India is the disparity 
in the price levels of raw materials and manufactured articles. 
This i.s shown by the index numbers of prices for exported article.s, 
comprising mostly raw materials, and for imported articles, con- 
sisting mostly of manufactured articles. As compared with 
September 1929, there was in March 1935 a fall of 44 per cent 
(according to the Calcutta Index) in tlie case of the exported 
articles, while in the ca.se of imported articles the fall was 
2S per cent. In recent years, however, there is a certain tendency 
for the prices of manufactured (imported) goods to adjust them- 
selves more and more to the level of exported articles, though 
there is still considerable leeway to be made up. The prices 
of agricultural staples like rice, wheat, jute, oilseeds and cotton 
have disastrously fallen during the last six years or so, although 
these are now showing some signs of a rise. Thus, on the 
basis of September 1929, the percentage decline in the price of 
rice was 55 in December 1932 and 43 in March 1935. Correspond- 
ing figures in the case of vvheat were 34 and 47 (here the price 
decline has been more acute); in the case of jute (raw), 58 and 
48 ; in the case of oilseeds, 55 and 45 ; in the case of cotton, 53 
(December 1933) and 51. In the case of jute manufactures the 
price decline was 43 in December 1932 and 36 in March 1935, 
in the case of cotton manufactures, 30 and 26 , thus illustrating 
the greater decline in the case of agricultural commodities than 
in that of manufactured goods. Of course, as shown above, the 
fall in the various agricultural commodities has not been uniform 
and the agricultural incomes of the various provinces have been 
affected dili'erently.® Thus as compared with 1928-9, the 
largest decrease in the money value of agricultural produce (in 
this case rice) occurred in Burma, being 63-3 per cent in 1933-4- 
In Bengal the decline was 58'g per cent, in Bihar and Orissa 
5g'9 per cent. In Madra.s there was a decline of 54 per cent, 
mainly owing to the fall in the value of rice and groundnuts; in 
Bombay 49-8 per cent; in the Punjab 47'8 per cent; in the United 
Provinces, 39 per cent; in the Central Provinces and Berar 55-9 
per cent. Taking these eight provinces together, there was a fall 

^ France wa.s recently compelled (26 .September Kjyfi) to devaluate the franc 
by 30 per cent. :. Other countries of the gold Woe, such a.s Switzerland, Holland 
and Italy, have followed suit. Belgium had already deviducil her fuirency 
by 30 per cent. Prices in the gold bloc countries may now be expected 10 
rise and conform to the .price- levels- prevailing in the United Khigdonv arid 
other countries, thus assisting the -economic recovery of the world, 

- See Review of the Trade of India, 1934-5, P- 10. 


of 53'6 pel- cent as compared with 1938-9. The value of the total 
production of the principal crops in these eig-ht provinces declined 
from R.s. 1,021 crores to Rs. 474 crores. Thi.s indicates the big 
setback to the purchasing power of the agriculturist. 

§20. Causes and effects of the fall of prices Tha causes of 

this world-wide fall in commodity prices are monetary as well a.s 
non-monetary.^ The total world-production of gold until recently 
did not keep pace with the demand, and the position has been 
aggravated by maldistribution of the available supply, most of which 
has been absorbed by the United States and France. This has result- 
ed in depleting the reserves of the central banks in other countries, 
forcing them to follow a policy of drastic deflation. The principal 
non-monetary cause is overproduction in comparison with the normal 
rate of consumption of raw materials as well as manufactured 
articles, but especially of raw materials. The political unrest in 
many parts of the globe, notably in India, China and South 
America, has further aggravated the depression and fall in prices. 
We have already referred to the view that the overvaluation of 
the rupee at is. 6d. has depressed prices in India. This factor, to 
the extent to which it operated, applies to the earlier period of 
non-adjustment rather than to the later period. It is obvious that 
world factors are far more to blame than the internal causes. 

The adverse effects of the fall in prices on the foreign trade of 
India and the balance of trade during the pei'iod 1929-30 to 1934-5 
have already been discussed (sec ch. vi, §7 above). The agriculturist 
has been hard hit because his receipts have dwindled owing to 
collapse of prices (see §19 above) while the incidence of his 
obligations in tl:e shape of land revenue, rent, interest charges, 
etc., even when nominally unaltered, has become more and more 
onerous. This has seriously aggravated economic depression in 
the country by reducing the purchasing power of the agriculturist. 
It should be noted, however, that in spite of the fall in agricultural 
prices, our agricultural production did not contract as prices fell; 
in some cases even a tendency to increase in production was 
evident. In the Indian conditions, the agriculturist has to receive 
what price he can, and a vicious circle is set up whereby a decline 
in prices brings about some overproduction, and overproduction 
further depresses prices. The production of industrial raw materials 
like jute showed some amount of decrease. “ The economic blizzard 
has also seriously affected public finance. Increased taxation, 

‘ .S(>e Pnul Kinzig, Thu World Economic Crisis, chs. vi and vHi ; and H. F. 
’Frasur. Great Britaiit and the Gold Standard, ch. v. 

“ See article, ‘World Depression and India’, in Indian Journal of Econo- 


drjisl'ic rctrencluTient and deficit budgets sum up the cil'ccL of the 
fall in prices on finance. 

The big drop in the purcliasing power of the agriculturist and 
the heavv burden of taxation (c.g. the sliarp increases in the income 
tax and llie levy of surcharges) has adversely airectcd tlie future 
of industry and the volume of employment (see also cdis. xi and xii) 
though tlie depression has not been so acutely felt there its in 
agriculture. During the last two years* however, there has l)cen 
a limited economic recovery and India may be said to have passed 
through the worst of the crisis.^ 

‘ For a detailed study of the course of trade depre-ssion and the effect 
of tlje fall in prices on India the reader is velevrecl to Brij Nai-niii, India during 
the Economic Depression-, Sir J. C. Coyajee, 'I'he World Economic Depression-, 
K, T. Shah, Tl'orW Depression-, and article on ‘World Depression and India’ 


CHAPTER X 

BANKING AND CREDIT! 


§1. Constituents of the Indian money market.- — The money 
market and banking system of India comprise the following principal 
constituents: (i) The Reserve Bank of India; (ii) The Imperial 
Bank of India (originally the Presidency Banks); (iii) The Exchange 
Banks (mostly European or foreign); (iv) The Indian Joint-Stock 
Banks on European lines ; (v) The Co-operative Banks ; (vi) The 
numerous and heterogeneous group of indigenous bankers and 
brokers, called by different names in different parts of the country, 
such as Shroffs, Multanis, Banias, Marwaris, Sahukars, Mahajans, 
and Chetties, whose operations are almost entirely confined to^ the 
interior of India. The Indian money market is usually divided 
into two parts : (i) The Reserve Bank, the Imperial Bank, the 
Exchange Banks, and the Indian joint-stock banks constitute the 
central part, which may be called the European money market, 
(ii) The moneylenders and indigenous bankers, together with loan 
offices (In Bengal) and nidhis and chit funds (in Madras), constitute 
the bazaar part of the indigenous money market. The Co-operative 
Banks occupy an intermediate position. Bombay and Calcutta may 


* The most authoritative and exhaustive treatment of the subject of Indian 
banking and credit is now available in the Reports and volumes of evidence 
of tile various Provincial Banking Enquiry Committees and of the Central 
Banking Enquiry Committee, appointed in 1929-30 in response to persistent 
public demand for a comprehensive inquiry. Before submitting its own Report 
the Central Banking Enquiry Committee had to take into consideration the 
Reports of the. Provincial Committees. It had also to consider the views of 
tlie specially requisitioned body of six foreign experts. The foreign experts 
wrote a separate Report which has been included in the Central Committee's 
Report. The Central Committee’s Report is often referred to in this cliapter 
as C.B.li., the numbers indicating the paragraphs. 

“‘The term money market refers to the vast .array of specializing insti- 
tutions, such as the banks, stock exchanges, bill-brokers, acceptance houses, 
tru.st and finance companies and other specializing credit agencies whose main 
task is to supply the needed stock of money, be it State or Commodity 
money, or substitutes for the legal tender State money known as representative 
money or Bank money. ... It is the place where the idle . or surplus funds 
or the floating ca.sh of the important financial, institutions of the nation seek 
('raployment. . < . The money market, constitutes the groundwork of the 
country’s national finance, and as one distinguished author says, “what a 
bank balance is to the individual the money market is to the; country’s credit 
sy.stcm”.’ — B. Ramachandra Rau, Banks and the -Money Market, Lecture 1 . 
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be said to constitute the national money markets, as distinguished 
from a number of small local money markets in the up-country areas. 
The money market in India thus consists of numerous sections 
which are. loosely related to each other, and oilers a marked contrast 
witli the highly organized and close-knit London money market. 
This suijject is further discussed in §824-7. 

In addition to these main types, there are the Postal Savings 
Banks, the Land Mortgage Banks, which have recently come into 
existence, and the Stock Exchanges. 

History of Indian Banking 

§3. Indigenous banking.— Indian banking is as ancient as Indian 
commerce. Perhaps India knew more about banking" and knew it 
earlier than any other country in the world.^ The Arthushasira of 
Clianakya (about 300 B.c.) describes powerful guilds of merchant 
bankers who received deposits, advanced loans, and, in short, 
carried on functions in many ways comparable to those of modern 
banks. Meadows Taylor in his Student's Manual of the History of 
India gives a flattering description of ancient Indian banking in 
the following words : ‘The laws of Menoo disclose how thoroughly 
the science of banking’ was known 3,000 years ago. Then bankers 
understood and followed the fluctuations of money value : they kept 
account books, day-books and ledgers by single and double entry. 
They charged interest, simple and compound, they made insurances 
by sea and land, they granted bills of exchange, and in short they 
followed the practices of modern times wdiich are little changed 
from ancient rules,’ 

The Mohammedan invasions of India initiated a period of 
disturbance and insecurity which were fatal to these old banking 
institutions. It was no longer safe for people to entrust to them 
their savings, ; which began consequently to be secreted in hoards. 
Individual hankers, , however, continued to prosper and they usually 
combined commerce with banking. They advanced loans to the 
state, and many influential bankers’ families were attached to one 
or other of the native courts. ‘No royal court was complete 
without a state banker, who was often inve-sted with the powers of 
a minister. ’ The history of the house of Jagat Seth, hereditary 
bankers of the Nabobs of Bengal, shows the important part played 

* ‘From times immemorial the' banker has tjoen an indispensable pillar of 
Indian society. There is; plenty of ; evidence to show that even prior to the 
advent of occidental i(lea.s lndia:was na‘stranger'to.the conception of banking.’-- 
M. L. Tannan, B«)i?!Hjg Iflw,aMd Practice »« fndia, .p. ar. .Sec also L, C. Jain, 
Indigenous Banking in India, pp. 
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by these bankers in tlie politics of the country.^ Even the East 
India Company liad to rely on Indian bankers for loans and remit- 
tances, and they continued to wield a dominant influence as state 
financiers till the advent of the European Agency tiouses. Besides 
the competition of these Agency Houses, towards the end of the 
eighteenth century several circumstances arose which were adverse 
to the continued prosperity of the indigenous bankers, for instance 
the establishment of European types of banks, such as the 
Presidency Banks, and the introduction of a uniform currency which 
hit the important money-changing part of their business. These 
bankers, however, managed to survive. 

Even now the indigenous banking system plays a very important 
part ill the monetary organization of the country. The Indian 
banker^ is to be found in every village, town and city in the 
country. ‘The type ranges from the small village capitalist to the 
wealthy well-established private partnership, generally a family 
partnership, of merchant bankers which has agencies in and outside 
India. A special type is that of the Oietty community in Madras, 
where there exists something approaching to joint responsibility of 
the community as a whole. The Nattukottai Chetties of the 
Madura District of Madras are e.spccially famous as traders and 
bankers, and their operations are almost world-wide in their scopc.^ 
The banking btusiness carried on by Indian shrolTs and money- 
lenders must be enormous in the aggregate. The general standard 
of busineiss morality among Indian bankers has been universally 
recognized to be very high. Indigenous Indian banking is not 
organized on the joint-stock basis. Generally also there is com- 
paratively little capital from deposits, and withdrawals against 
deposits are in cash and not by cheques. There is no share capital, 
and the liability is single or, in the case of a partnership, joint, 
and it is unlimited. The Indian banking firm or shroff generally 


’ .See H. Sinha, Early European Banking in India, pp. 1-3. 

■ The Central B.inking Enquiry Committee gave the following definition : 
‘By indigenous hankers i.s meant all IjanUers other thttn the Imperial Bank 
of India, Exchange Banks, the Joint-Stock Banks and Co-operative Societies, 
and the expression includes any individual, or privijte firm receiving deposits 
and dealing in hundis or lending money.’ — Par. 107. Those who do not receive 
deposits fall under other indigenous credit ■ agencies (e.g. the village money- 
lender). 

” M. S. M. Gubbay, Indigenous Banking in India, pp, 11-12. : 

‘■ For an interesting survey of indigenous banking as carried on by the 
Nattukotlai Chetties, see T. K. Doraswami, ‘Some Aspects of : Indigenous 
Banking in the Madras Presidency’, a paper read before the Seventh Indian 
Economic Conference, Bombay, 1924. See Seport, : . . , 
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combines trade with the business of finance/ Indian shrolls, unlike 
the English bankers of the eighteenth century, Iitivc never issued 
notes payable on demand, although legal prohibition to issue notes 
did not exist for a long time. The great difl'ercnce between modern 
banking on European lines and the indigenous banking system 
arises from the growth of joint-stock banks in inodern times and 
the universal use of the cheque as a means of remittance through 
the mechanism of clearing houses. In times gone by, the principal 
bu.siness of the shroffs was to change money, a function which, 
as we have seen, was e.spccially important w'hen each petty state 
minted its own standard coin and the country was ilooded with a 
large quantity of varied forms of metallic money. The shroffs also 
g'ave letters of credit, dealt in huiidis, which are tlie indigeiiou.s 
analogue of cheques or internal bills of exchange, and occasionally 
helped the state in financing great undertakings. 

§3. Present position of indigenous banking. — Even at the 
present, time the shroff continues to play an important part in the 
financial system of the country as an indispensable link between 
the Indian money market and the vast trading community. He 
finances the agriculturist, th(^ petty artisan and the small trader, 
assists in the movement of crops to consuming areas or to the 
ports; and distributes all kinds of goods in the interior of the 
country. He sends his agents with specie by rail, when necessary, 
in the harvest season, or he buys bills on Government Treasuries, 
and, when in need of funds, discounts his bills with the Imperial 
Bank or other banks in the commercial towns. “ The indigenous 
bankers are in some ways formidable competitors to the big joint- 
stock banks organized on modern lines. As they pay a higher rate 
of interest they sometimes attract deposits more readily than the 
bigger banks. They also lend on personal security, and, in general 
terms, their requirements with regard to security are more easy to 
satisfy than in the case of banks. They are also at an advantage 
because under the present conditions the modern type of banks in 
India can never hope to get into sufficiently close touch with the 
affairs of the va.st trading community all over the. country to enable, 
them to grant accommodation directly to more than a few of the 
bigger traders. The Indian bankers, therefore, are in exi,stlng 

* It has been suggested that : this combination of functions is one of the 
reasons why Indian banking, having arrived at a certain high state of devolop- 
fflent, has not progressed, further. ■ The tendency to engage ifi other than purely 
■baniring business is on, the increaSe- Aecause of fha provision of modern banking 
and reraUtance facilities and also because of the extension of trade arid industry. 
See L. C. Jain, op. cit., pp. 43-4. 

^ See Shlrc^^i Indian- Finance and Banking, p. *41. 
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circumstances indispensable middlemen. The Babington Smith 
Coinmittee describes in the following' words the manner in which 
the indigenous financial agency comes into contact with the modern 
monetary organization ; ‘The people with whom the banks deal 
directly are for the most part large shroffs of good standing in 
the principal cities. These men operate with their own capital, 
and generally speaking, it is only when they have laid out all their 
available capital in purchasing the htindis of other and usually 
smaller shroffs that they come to the Presidency Banks. The 
shroffs, whose hundis the larger shroffs have purchased, have 
probably also similarly financed other and still smaller shroffs or 
mahajans, and so on, until we get down to the smallest Ilea of all, 
namely the village bania or grain-dealer or goldsmith. For 
instance, shroff A at Amritsar may purchase a bill drawn by a 
•larger shroff at Lahore, who sells it to the Presidency Bank, which 
sends it to their Bombay agency for collection, or the bill may be 
a pure finance bill generally known as a hand bill as opposed to 
a “trade” bill, drawn against produce. 

The growth of modern banking has not materially affected the 
business of the shroff. On the other hand, he has good reason to 
■\i'elcome it as relieving him of much inconvenience, for example, 
as regards sending specie and obtaining accommodation. He buys 
the hundis drawn by the trading community, charging them a rate 
of discount above the bank rate, the difference constituting his 
profit." Though some of the indig'cnous private banking firms are 
being converted into private banks conducted on modern lines and 
issuing cheques, most of them still follow their old traditional 
methods. 

§4. Need for co-ordination between the old and new banking 
systems. — It is generally recognized that in order to mobilize cfl'ect- 
ively the. capital resources of the country as well as to establish 
any kind of unitary control over its credit organization, the indi- 
genous banking system must be brought into an organic relation- 
ship with the new joint-stock system. As Sir George Schuster 
pointed out in the course of his remarks on the Reserve Bank 

‘ Hundis are drawn to serve three distinct purposes: (i) for raising a 
loan (here the hundi corresponds to the finance hill or hand bill); (ii) for 
financing trade, when it corresponds to a bill of exchange (but hundis, unWke 
bills of exchange, are not always accompanied by documents of title like sale 
contract.s, invoices, and warehouse receipts,, and are usually without them) ; 
(iii) for remittance of nioliey. ..from one place to another, . xvhether for purposes 
' of trade or otherwise. ■ . ■ : ' ■ 

::® This bazaar hundi rate, of discount is; as a rule a . or 3 per cent above 
the bank rate in Calcutta, and. about ij per cent in .Bombay, where the 
competitiori , amongst .the shroffs is unusually keen. ' 
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Bill in the Assembly: ‘It is impos-sible to over'Cstlmato the import- 
ance of the part that the indigenous banker plays in the vliole of 
the banking and credit machinery of India. I think it will be no 
exaggeration to say that his part of the organization represents, 
if anything, more than go per cent of the whole; and it is un- 
foitunately true that the links between the whole of this system 
and the modern banking system of India, in spite of the develop- 
ment of rural co-operative societies and in spite of the opening of 
one hundred new branches by the Imperial Bank of India, are 
still rudimentary and incomplete. . • . Until the vast portion of 
India’s banking and credit machinery, which is represented by 
tlie indigenous bankers, is put into gear with the relatively small 
machine of the modernized money market, with the Reserve Bank 
as its central control, it will be impossible for the Reserve Bank 
to exercise full control of currency and credit of India, which i.s' 
understood as the function of a Central Bank in western countries ; 
and it ivill be equally impossible for the masses of the people 
who populate the coimtrysiile of India to get the full benefits of 
credit and banking facilities on reasonable terms, which a well- 
organized system of banking ought to give.’ 

The Central Banking Enquiry Committee make the following 
suggestions with a view to bringing about a better co-ordination of 
the indigenous banking system with the general and especially 
the central banking organization of the country. 

(i) When the Reserve Bank is established it .should g-ct into 
direct touch not only with joint-stock banks but also with such 
indigenous bankers as are engaged in banking proper or as are 
prepared to discontinue other than banking business. It should 
place such bankers on its approved list and offer tliem redi.scounting- 
facilities by rediscounting their endorsed paper. It .should prescribe 
for them a standard regarding owned capital, ihough this should 
not be as high as in the case of the joint-stock banks. It should 
insist upon account books being kept in the recognized manner and 
upon getting them audited by recognized auditors. The Reserve 
Bank may occasionally carry out an inspection. (Par. 139.) 

(ii) The Reserve Bank and the joint-stock banks may use such 
indigenous bankers as their agents for the collection of cheques 
and bills in the same manner as in the case of bank.s. No special 
privileges, except facilities for remittance at the same rates as are 
charged to all joint-stock banks and the privilege of the benefits 
of the Bankers’ Books Evidence Act, need be granted to these 
indigenous bankers. (Par, 142.) 

(iii) Moneylenders who satisfy all the conditions laid down for 
indigenous bankers may also receive similar concessions. (Par. 142.) 
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From this it is clear that a large number of indigenous bankers 
who do not take to banking as their principal business will remain 
outsule these proposals and they will continue to obtain banking 
hichties rom existing joint-stock banks, which should follow k 
liberal policy in relation to them. (Par. 1.^4.) 

(i^O Indigenous bankers on the approved list of the Reserve 
Bank should become lull members of the proposed All-India Bankers’ 
Association consisting of all banks and bankers, and should be 
allowed to affix agmnst their names the designation, ‘Member of 
the Central Bankers’ Association’. Other banks and bankers, out- 
^de the Reserve Bank system, should be made Associate Members. 
This wi 1 raise the status of indigenous bankers along with their 
standards of banking, and improve their banking methods. In 
addition, local indigenous bankers’ associations on the lines already 
existing m Bombay, such as the Bombay Shroffs’ Association, 
should be encouraged, to stimulate co-operative and joint action. 
(Par. 145.) 

(v) The Committee note the following other lines of advance 
that have been .suggested: («) Amalgamation of the business of 
local indigenous bankers into joint-stock banks; (/,) establishment 
of what arc known in Germany as ‘Kommandit’ principle banks 
under which a bank, instead of opening a branch in a place, 
becomes the financing partner of a local private moneylender whose 
advimtages of unlimited liability and local knowdedge are thus 
retained without involving the bank in the expense of such a 
branch); (c) formation of a co-operative bank of indigenous bankers 
which would discount the hundis of members and re-discount the 
same with the Reserve Bank; (J.) adoption of bill-broking as an 
integral part of the indigenous banker’s business. (Par. 146 ) The 
Central Banking Committee conclude that it is for the indigenous 
bankers themselves to carry out reforms on the lines suggested 
above and that they should in their own interest conform more and 
more to customs and practices of commercial banks regarding audit 
of accounts, use of bills and cheques, prompt payment and 'receipt 
of moneys and conduct of business strictly in accordance with 
legal requirements, and thus they can take their proper place in 
the banking system of the country. (Par. 146.) The Majority of 
the Central Banking Inquiry Committee do not favour compulsory 
licensing of indigenous bankers and are apprehensive that 
compulsion in this matter would scare away the indigenous 
bankers and discourage them from following banking pursuits 
(Par. 138.) 

It is a matter of regret that it w'as not found possible to make 
any immediate provision for the inclusion of indigenous bankers in 
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the class of Scheduled Banks (i.e. included in the second schedule 
to the Reserve Bank of India Act, see §54 below). The Reserve 
Bank is, however, required to make a report, not later than three 
year.s from its establishment, rcg:arding- tlie extension of the provisions 
relatinji- to Scheduled Banks to persons and linns enf^aijed in the 
busines.s of banking- in India. The recent (1935) inqtiir}' of Mr 
M. L. Darling, I.C.S., a special expert officer appointed to inquire 
into rural and co-operative finance, is expected to throtv some light 
on this complex problem, -which has already been analysed by the 
Central and Provincial Banking Enquiry Committees. The hope 
may be expressed that the Reserve Bank of India will realize its 
respon.sibilities in the matter and devise, in its own enlightened 
splf-interest, ways and means of bringing the indigenous bankers 
into its fold. 

§5. Beginnings of modern banking. — The European system of 
banking- was first introduced into India by the Agemw Houses of 
Calcutta, which started a banking side as an aid to the conduct of 
their business. In their capacity as bankers, tlic .■\gen(’y Houses 
did business with the merchant princes in India tuid with the 
planters, advancing loans on mortgages of sliips, indigo factories, 
etc. The European community in India and the English officers of 
the East India Company deposited their savings with them in pre- 
ference to investment in public securities, owing to the attractive 
rates of interest offered by the Agency Houses. The Ag-cncy Houses 
came to grief as a result of engaging in speculative transactions, 
and the commercial crisis of 1829-32 put an end to them. The 
banks managed on European lines were thus not at first joint- 
stock banks, nor are they so exclusively at tlie present day. 
European firms like Cox or Grincllay, and navigation companies 
like the Peninsular and Oriental, have a hanking side to their 
business. The first purely banking institution on European lines 
I was the Bank of Hindostan, established in Cidcutta by Messrs 
Alexander & Co. The bank disappeared in the crisis of 1829-32 
when the firm of Messrs Alexander failed along with others. On 
their ruins arose the Union Bank, a joint-stock bank created by 
co-operation among all the leading Calcutta houses, but this also 
disappeared in 1848.' , 

§6. The Presidency Banks.— -The foreign trade of the country 
was comparatively small in the earlier part of the nineteenth 
century, and the financing of the internal trade was looked after 
by the indigenous bankers already described. As trade gradually 
developed, the need for banks of the European type was experienced, 
acUlcd to which was the interest of the Company’s Goveniment in 
* The subsequent progress of joint-stock banks in India i.s reviewed in §1.1. 
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reg-iird to their own banking" business. Reliance on the Agency 
Houses or on the Indian bankers was being found so expensive 
and unsatisfactory that it sufficed to overcome the reluctance which 
the Company had displayed so far to promote the establishment 
of new banking- institutions. In these circumstances the Bank of 
Bengal, the oldest and the most powerful of the. Presidency Banks, 
was established at Calcutta in 1806 by a charter issued by the 
•East India Company with a capital of 50 lakhs, 10 lakhs being 
contributed by the East India Company. The finst Bank of Bombay 
was established in 1840 with a capital of Rs. 52 lakhs, three lakhs 
of which was subscribed by the Government. This bank came to 
grief in 1868 as a result of its participation in the wild share specu- 
lation caused by the civil war and cotton famine in America. A 
second Bank of Bombay was established in the same year with Rs. i 
crore as capital. The Bank of Madras was started in 1843 with 
a capital of Rs. 30 lakhs, three lakhs being subscribed by the East 
India Company. 

The establishment of the three banks put an end to the possi- 
bility of the Bank of Bengal becoming a bank for all India, an idea 
which had been in the air for some time. 

From the very beginning, the Presidency Banks had a close 
connexion with the Government of the country, which not only 
subscribed a part of the capital, but also had the right to nominate 
some of their directors. Up to 1857 the offices of the Secretary and 
Treasurer were usually held by a Civil .Servant of the East India 
Company. In return, the banks enjoyed some concessions, of which 
the monopoly of Government banking was the most important. 
The right of note issue had little practical value on account of 
several restrictions, such as, that the total liabilities on demand 
were not to exceed three times the cash reserves at first and four 
times afterwards. From 1839 onwards even the total amount up 
to which the notes could be issued was fixed. In 1862, as we 
have already seen, the right of note issue was taken away, the 
Government having introduced their own paper Currency. As a sort 
of compensation, the cash balances of the Government were placed 
with the Presidency Banks at the Presidency towns. 

By the Presidency Banks Act of 1876, the Government withdrew 
their portion of the capital and relinquished the right of appointing 
Director.s and Secretary and Treasurer. After this the Presidency 
Banks lost their official character but remained: distinct from other 
banks, being governed by the special Act of 1876 and regarded 
both by the public and the Government as the most important consti- 
tuents of the banking system of the country and as an integral 
part of the Indian treasury system. The bulk of their bu,siness 
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was lilce that of any ordinary bank, namely receipt of tk'posits and 
discounting-. But they acted as banker.s to the Government to a 
limited extent. For instance, they managed the temporary public 
debt of the Government of India and enjoyc'd the privilege of using- 
certain minimum Government balances. Although not state banks, 
they always had some connexion -^vith the state, and under the 
special Act of 1876, the Government were entitled to audit their 
accounts, to call for information and to make it obligatory on them 
to publish weekly statements of their accounts. This public control 
was intended to safeguard Government interests and ensure a 
development of banking on sound lines in the country. 

§7. The Reserve Treasury system.— Between 1863 and 1S76 
the whole of the Government balances at headquarters was kept 
with the Presidency Banks. But trouble having been experienced 
in getting the funds back from the Banks of Bengal and Bombay, 
the Government of India established their own trca.surles (Reserve 
Treasurie.s) in 1876 at Bombay, Calcutta and Madras. The Gov- 
ernment balances henceforward were held largely in these three 
Reserve Treasuries, only small amounts — ^just enough for safety 
and day-to-day requirements — ^lieing held in the district and taluka 
treasuries. Under the new arrangements which came into opera- 
tion in 1876, the Government agreed to pay interest to tlw?. banks on 
the dilTerence between the actual deposits and the minima fixed, 
in case the former fell short of the latter, but they gave no under- 
taking to keep any balances whatsoever with the banks. Actually 
the banks held cash balances generally in excess of the minima, 
though they were far from satisfied with this. A large amount 
of revenue flowed into Government Treasuries and remained 
locked up there, especially at a time when it was badly wanted by 
the money market. Broadly speaking, November to June is the 
busy season in India, and July to October i.s the slack season 
(except in Calcutta, where the busy season falls between July and 
October), The receipts of revenue are heaviest during the four 
months from January to April, so that the heavy revenue period 
synchronizes with the active business season. The Government had 
to maintain large working balances, as the receipts of revenue 
are very unevenly distributed throughout the year, whereas their 
expenditure proceeds at an even pace.^ It was, however, gene- 
rally felt that it was possible for the Government to extend greater 
assistance to the money market without endangering their own 
safety. .;;V ' 

' See P. K. Watial, The System of Financial Admtnislration in British India, 
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Various proposals were made from time to time that loans 
should be issued to the public for short terms from the Reserve 
Treasuries through the Presidency Banks. The Government were 
unwilling- to accept these proposals on tlie ground that in the peculiar 
circumstances of India they were subject to sudden calls and 
emergencies, and that loans, besides being unsafe to the Goyernment, 
would also be undesirable for trade itself, which was likely to be 
led into dangerous commitments if it came to regard capital sup- 
plied by the Government, and not representing the .savings of the 
community, as . a resource that could be relied upon. Persistent 
representations, however, evoked a qualified response, and the Gov- 
ernment of India proposed to the Secretary of State in 1898 that 
as part of the business management of the Treasury balances, money 
should be lent to the Presidency Banks at i per cent less than the 
declared minimum rate of interest during the months of January to 
May of each year. The Secretary of State accepted the proposal, 
subject to the condition that these loans should not be allowed to 
interfere with the Government disbursements in India and remittances 
to England, and that they should be made at the current bank 
I'ate. These conditions being too rigid, loans from the Government 
were rarely resorted to. The Chamberlain Commission proposed, 
as an alternative to the partial or complete abolition of the Reserve 
Treasury system and the transfer of these funds to the Presidency 
Banks, that these conditions should be relaxed and that loans 
should, ill the first instance, be given to the Presidency Banks at 
I or 2 per cent below the bank rate. During- the War, the Govern- 
ment placed large funds— much in excess of the minima — at the 
disposal of the Pre.sidency Banks in order to facilitate the invest- 
ment by the public in the War loans. The Reserve Treasury 
system was abolished in 1931, and the Government balances over 
and above those in the district and sub-treasuries were kept with 
the Imperial Bank at its head offices and its branches until the 
establishment of the Reserve Bank in 1935. 

§8. Biisines.s of Presidency Banks: permissions and prohibit 
tions. — The Presidency Banks were permitted to do certain kinds of 
business and prohibited from doing certain other kinds. Briefly, (i) 
the banks were excluded from dealing in foreign exchange (except 
as regards Ceylon in the case of the Bank of Madras); (li) they 
were also prohibited from borrowing money abroad; and lastly, 
(iii) there were certain restrictions as to the amount of the advances 
and the period for which they were made, as well as the securities 
against which they could Be made. : ■ - , . 

Turning to the busines.s permitted to the banks, they could 
receive deposits and invest in Government and other specified 
11—29 
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securities of public bodies and corporations, 'riiey were allowed to 
draw and discount bills of exchange payable in India. They could 
advance funds against accepted iiill.s of exchange and promissory 
notes, accept securities for safe custody, and Iniy and sell gold and 
.silv(;r and manage Government loans at the Presidency towns and 
the debt business of certain municipalities. Some of these res- 
trictions were due to the jealousy of the East India Company, 
wliich first imposed them, especially those in regard to the raising 
of funds in London. The exclusion from foreign exchange business 
was due to the supposed uncertainties attendant on it. 

gg. Progress and relative position of the Presidency Banks. — All 
these restriction.s and handicaps, however, did not prevent the Pre- 
sidency Banks from prospering greatly. The restrictive provisions, 
while they hampered an even more rapid development than was 
actually achieved, conduced to the stability and strength of the 
banks. As we saw above, the Government always kept some 
balances with the banks, which were usually in excess of the 
minima fixed, and, wherever they had branches, the banks also did 
some general banking business for the Government, for which they 
received a fixed reimineration. Further, the banks undertoolc to 
provide special facilities for the encashment of the currency notes 
at their branches in order to popularize them. This association of 
the banks with the Government added greatly to their prestige and 
stood them in good stead, since it attracted private deposits and 
banking business on profitable terms and helped them to acquire 
and maintain a position of pre-eminence in the banking system of 
India. The following table gives an idea of the progress made 
by all the three Presidency Banks from 1895 to 1920. 
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As the talile shows, in point of financial strength the Bank of 
Bengal stood first, the Bank of Bombay second, and tlie Bank of 
Madras last. In the case of all the banks there wa.s scarcely any 
increase in the capital since they were started, and consequently a 
grondng disprojDortion between the amount of capital and the total 
business transacted. The table also shows a steady growth in the 
amount of private deposits, especially during the War period. The 
banks exhibited a strong cash position, keeping on an average cash 
reserves much over 30 per cent of their liabilities. The rapid 
development of the business of the banks can also be clearly seen 
from the progressive increase in their investments and the high 
rates of dividend declared by them, more particularly during the 
War period. 

§10. Exchange banks (Foreign banks).— The Presidency Banks, 
a.s mentioned above, were prohibited from dealing in foreign ex- 
change and from raising funds outside India. But both these 
matters assumed greater and greater importance with the expansion 
of the country’s foreign trade, and there was ample room for another 
class of banks dealing principally with foreign exchange. 

The Indian joint-stock banks rarely engaged in this business 
for lack of the necessary training and experience and the want of 
access to the London money market. In the pre-War period the 
only important Indian joint-stock bank which had a branch in 
Lontloii, like the exchange banks, was the Indian Specie Bank, but 
its London branch was apparently opened in order to facilitate the 
bank’s dealings abroad in silver and pearls. The Alliance Bank of 
Simla (liquidated in 1923) and the Tata Industrial Bank (amalgamated 
with the Central Bank of India in 1923) also did ‘as much exchange 
business as any exchange bank in India during the fir.st few yeaits 
of its life’.' A few of the existing joint-stock banks do take some 
part in this business but have not yet developed it to any great 
extent. 

The foreign exchange bu.siness is thus virtually a monopoly of 
the foreign banks. Indians have not so far been able to start 
exchange banks of their own owing to the competition of well- 
established non-Indian exchange banks, absence of branches in 
London and other foreign centres (which are essential for engaging' 
in arbitrag-e and direct exchange transactions) and their limited 
financial resources. The principal difficulties in the way of esta- 
bli.shing branches at foreign centres are (i) lack of large capital 
to command credit in the money markets of these centres ; (ii) initial 
loss in working until the foreign branches become, self-supporting; 


* H. Siiiha, Early European Banking in India, p. 220. 
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(iii) absence of a dependable staff trained in international exchange 
■work; (iv) hostility of foreig-n banks and (v) the existence of their 
head oHices in India which would handicap Indian banks in keeping 
themselves in close touch -with the international monetary conditions 
and securing- import and export bills, and bills for trolleclion.’^ In 
this connexion we welcome the proposal to open the lirsl; Indian 
exchange bank in London under the aegis of Ibe tlentral Bank of 
India, Ltd. Tills announcement ivas made at the last {March, 1936) 
annual general meeting of the. (Central Bank held in Bombay. The 
banic, u’hen started, would have the advantage of a T-ondon head 
office and at the same time enjoy the support of the Central Bank 
of India, 

Owing to the predominance of England in the foreign trade 
of India and the fact that London was the financial centre of 'the 
world, the early exchange banks established in India were due to 
English enterprise and had their head offices in I.ondon. But later 
on, as the country wa.s opened to every nationality, branches of the 
principal banks in some countries other than England were started. 
The disturbance in the course of Indian trade and the important 
position attained by .some foreign countrie.s, that had not counted 
for much before in the international trade of India, acted as a 
stimulus to foreign banks opening their branches here. So that 
although the exchange banks carrying on business in India are 
mostly branch agencies of banks having their head offices in London, 
the number of those with their head offices in continental countries, 
in the Far East, and in the Unitcil States, has increased. The 
exchange banks can be classified as (i) those doing considerable 
business in India, and (ii) those which are merely agencies of large 
banks doing liusiness all over Asia. Illustrations of the former 
arc the National Bank of India, the Peninsular and Oriental 
Banking- Corporation, and the Chartered Bank of India. Examples 
of the latter are the International Banking Corporation, the Imperial 
Bank of Persia, the Bank of Taiwan, the Yokohama Specie. Bank, 
and the Banco Nationale Ultramarino, 

§11. The business and present position of the exchange banks.— 
Originally the business of the exchange banks was confined almost 
exclusively to the financing of the external trade of India. Rut 
in recent years most of them have also taken a considerable part in 
financing the internal trade at the places where their branches arc 
situated. For example, the piece-goods trade in Delhi and Amrit- 
sar and the leather trade of Cawnpore arc largely financed by them. 
They do a certain amount of business on the lines of any ordinary 


C.ft.R.., 424; also S. G. Panandikar, Banking in Intiitt, jjp. 15(5-7. 
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bank. Bui; their main business in India is financingf foreign trade 
by the purcliasc and discount of foreign bills of exchange. The 
import bills are negotiated: in England and other foreign centres 
and are p.ayablc in India. But by far the greatest proportion of the 
bills in whlt:h the exchange banks deal are export bills drawn by 
Indian exporters against credits opened with the London banks 
or finance liouseSj by London importers. These bills which are 
drawn, usually at three months’ sight, are mostly documents oh; 
acceptance (D.A.) though a few are documents on payment (D.P.). 
The D.P. bills arc held by the London offices of the exchange 
banks until they arc retired or paid on maturity. The D.A. bills 
are generally discounted or redi.scounted immediately after accept- 
ance. They are rediscounted in the United Kingdom by the 
Engdish and Scotch joint-stock banks or by the Bank of England. 
In this way the exchange banks receive back in sterling the 
equivalent of what they paid in rupees in India. They may some- 
times hold the bills till maturity in case trade is slack and there 
is no immediate demand for the employment of funds in India. ^ 
Thus the export trade of India is largely financed by the funds of 
the British banks. The facility of rediscounting bills In the 
London money market, where the rate of discount is usually lower 
than in India, is a g'reat advantage, as the exchange banks buy far 
more export bills than they can possibly hold until maturity. The 
absence of this facility in the case of the Indian joint-stock banks 
makes it extremely difficult for them to compete with the foreign 
exchange banks whose large profits are protected by established 
and not easily assailable advantages. 

The purchase of Indian export bills by the exchange banks 
means a transfer of their funds to London. To bring their funds 
back to India, the exchange banks were in the habit of freely 
purchasing Council Bills and Telegraphic Transfers in London, so 
long as this system lasted. Now they effect this transfer by selling 
sterling to the Reseiwe Bank of , India (which is responsible 
for making sterling remittances to the Secretary of State) against 
their London balances. There are other methods also by means 
of which they increase their funds in India, for example, by 
cashing the import bills when they mature; by the sale of drafts, 
ami by telegraphic transfers in India for Indian students and 
travellers abroad and other persons requiring money to be remitted 
from India; by buying rupee paper in London and selling it in 
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India, and so on. In the last resort, when there is a strong 
favourable balance of trade, they import bars ol: gold and silver 
bullion and sovereigns from London, Kgypt and iVustralia. (In like 
manner, when the balance of payments is against India, the 
exchange banks cither send gold or silver out of India or liuy 
Rever.se Councils if the Government make them availabU'.) 

The import trade of India is financed either by sixty days' 
sight D.P. drafts drawn on Indian importers or by Lontlon banks' 
acceptance, of ‘House paper’. The former method is usually 
adopted in the case of imports by Indians. These drafts (which 
are drawn in sterling), after being discounted by the exchange 
banks in London, are sent to India for collection through the 
exchange banks, who present them on the importers for acceptance 
and payment. Importers can, however, obtain delivery of the 
goods before payment by executing trust receipts in favour 
of the exchange banks and holding the goods as thc'ir trustees 
until the final payment. The second method is available to European 
importing’ firms who have London houses of stantling. The latter 
draw bills on the London offices of the exchange banks which 
undertake to accept these bills, and thereafter they can be readily 
discounted in the London money market. The accepting banka in 
London forward the relative documents to their branches in India 
for the collection of the proceeds of the goods in India, and these 
are sent to London before the hills mature or when they are paid.^ 
In the financing of the import trade of India the more active part is 
played by the head offices and branches of tlic exchange banks outside 
India. The share of the Indian branches in the business consists 
primarily in collecting the import bills at maturity and in furnishing 
their branches with information as to the means and standing of 
the drawees of the bills. The import bills, unlike the export bilks, 
are as a rule not redi.scounted in India, and thus the import trade 
is financed to a much greater extent than the export trade by the 
funds of the exchange banks. In order to develop a discount 
market for import bills it is necessary that these should be drau'n 
in rupees and should preferably be D.A. bills. These reforms would 
also serve to redress the legitimate grievances of Indian importers 
in this ' respect. ; ^ ' 

Keynes points out that there is frima facie some danger to the 
stability of the Indian financial system in the fact that its money 
market is largely financed by funds raised not permanently, but 
for short periods, in a far .distant foreign centre.^ However, the 

■ ‘ For further details regarding the meehanisfn of iho financing of ihe cxiJorL 
and import trade see the 427-30. 

- See J. M. Keynes, Indian Currency and Exchange, p. 212. 



BANKING AND CREDIT 


455 


greater success of the exchange banks in recent years in attract- 
ing an increasing volume of funds in India itself, clearly brought 
out ill the following table, has to that extent diminished their 
dependence on the London money markets. 
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Although the banks have thus succeeded in a very striking 
manner in attracting deposits in India it is desirable in the interests 
of safety that the sums borrowed on relatively short notice either 
In England or in India should not exceed the assets located there. ^ 
An adequate cash reserve to meet their deposit liabilities is also 
necessary. An important event in recent banking history in India 
Is the entry into India of one of the English ‘Big Five’, which ha.s 
been brought about by the acquisition of the business of Cox & 
Co. by Lloyds Bank. 

The following table gives a general view of the position of the 
exchange banks as it stood on 31 December 1933. 
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^ Keyne.s, op. cit., pp. 213-13.. 

“ A = bank.s doing a considerable portion of their business in India, i.e. 
having as per cent or more: of their deposits in India; 

B = biinks which are merely agencie.s . of large banking cnrporation.s doing 
a rriajor portion of their business .abroad, i.e. . having less than aS: per cent 
of their deposits in India. See Statistical Tables relating tO' Bunks in India, 
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[5 13. Rcstriction-s on foreign banks. — ^'i'he question of subjectin^f 
foreign banks to certain restrictions for .safeguarding national 
interests is part of the general question of conti'olling foreign c;api- 
talistic enterpri.se in this country. 'J'his we have already di.seus.sed,’- 
and the case for restriction of foreign banking institutions, sucli as 
the existing exchange banks, is ba.scd on grounds with wliich we 
have already become familiar in the course of thi.s general discus- 
■sion. Foreign capital engaged in banking in India has laid itself 
open to the same kind of criticism from the national point ol view 
as foreign capital engaged in other spheres and has prompted a 
similar demand for more or less strict regulation. 

The share of Indians in the foreign trade of India is less than 
15 per cent of the total of Rs. 600 crores.^ There is thus a con- 
siderable loss in the shape of commission, brokerage, and insur- 
ance paid to non-Indians. It is believed that this preponderance 
of the non-Indian element in the foreign trade of India is due to- 
the large facilities given by the non-Indian exe.hnnge banks to their 
nationals operating in India. Also, as we have already stu-n, these 
exchange banks have almost a monopoly of the financing' of the 
foreign trade of India and it is alleged that they use their mono- 
polistic position to the prejudice of Indian merchants.'’ 

Certain witnes.ses before the Central Banking Enquiry Committee 
urged the regulation of the operations of the exchange banks in 
view of the fact that at pre.sent they are not subject to any legal 
restrictions in India and arc exempt even from the limited statu- 
tory obligations imposed on Indian joint-stock banks registered 
in India, with the result that no separate information is available 
regarding their Indian business. It has also been urged that 
while they draw deposits in India, there is no protection extended 
to the Indian depositor; and lastly control is advocated on broad 
national grounds as in other countries like Japan, with a view to 
supplying a corrective to the alleged anti-Indian policy of the 

b VoV. I, ch, xiii, §§15-18. ’’Pre-depression figure. 

’ It wa.s alleged by several cdmmercial bodies in India before the Central 
Banking Enquiry Committee that the exchange b.anks furnish unsatisfactory- 
bank references regarding Indian commercial houses to exiiorters abroad, tliat 
Indian importers fail to obtaiii- D.A. terms, that Indian importing firms are 
called upon to deposit ,jo to 15 per cent of the value of goods with the 
exchange banks in order to get . a confirmed letter of , .credit opened (which is 
not the case with foreign houses), that import bills are drawn in sterling 
.and carry a fairly high . rate . (six per cent) of interest, that tlie exchange 
: ibmikB discriminate against Indian,, steamship and insurance compnnie.s, that 
they do not offer responsible posts to Indians, etc. See C.n.R., .15CJ-45. Tlie 
Report suggests that the Government of India should arrange siiitfdile con- 
ventions with the exchange banks to meet the various complaiiil.s. 
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exchang’e banks and to removing- the difficulties o£ Indian traders. 

447.) - 

I'lie Committee note that provision exists in the laws of various, 
countries for regulating foreign ban Ics by means of licenses granted 
by some prescribed authority in the country and atlvocate the 
introduction of a similar system into. India partly in the interests of 
depositors, partly for ensuring the grant of reciprocal treatment 
in foreign countries to Indian banks, and partly also for giving 
the .Reserve Bank some control over the banks operating in this 
country. The Reserve Bank would be the most suitable authority 
for undertaking the task of scrutinizing applications from non-Indian 
banks and for granting licenses in approved cases. But the Com- 
mittee hold that, in fairness to the banks already established, 
licenses should be freely granted to them. Every license should be 
in force for a stated period and should be renewed if the licensing 
authority is satisfied that the provisions of the Indian law applicable 
to the bank, and other conditions specified in the license, are com- 
plied with. The conditions of the license which non-Indian banks 
wishing to do banking business in India should be required to takb 
out, should be as follows: 

(i) Furnishing- the Reserve Bank wfith annual statements showing 
the assets and liabilities relating to their Indian business, as pre- 
scribed by the Reserve Bank. 

(ii) .Submitting, at any rate for a few years to coi-ne, to the 
Reserve Bank periodic reports of Indian and non-Indian business 
handled by them. 

(iiij Other conditions might be imposed on the basis of 
reciprocity. There are various restrictions imposed by the laws 
of foreign countries on non-national banks working there. The 
poiver to impose similar conditions in the licenses granted to non- 
Indian banks in India would enable the Government of India to 
accord reciprocal treatment to non-Indian banks. {C.B.R., 451.) 

Mr Manu Subhedar, however, holds that a .system of licenses 
applicable to foreign banks only should be established with a view 
to reserving the field of banking in India for institutions registered 
in India. Tlie object of licensing foreign banks is to protect differ- 
ent classes of the Indian public and Indian institutions from unsound 
foreign banks, from malpractices, unfair competition, anti-social 
and anti-national activities -udiich they might indulge in. The claim 
of foreign banks to equality with Indian banks would mean the 
negation of all regulation in their case. According to Mr Manu 
Subhedar, the basis of reciprocity in the matter of imposing restric- 
tions oil the exchange banks working in India is altogether unsuitable 
since at present there are only one or two Indian banks working 


abroad. It would also mean dlirercnt restrictions on Ixniks hailinR- 
■from different c.ountries. Finally, under the reciprocity system 
British bank.s, which are the mo.st substantial banks, would escape 
lightly since tliere are only a few resti'ictions on loreig'n banks in 
Great Britain. He propose.s the following: lenn.s for the license; 

(i) 'File licensed bank should not: receive deitosits in India 
from Indian-born persons or joint-stock companies registered in 
India, (ii) The licen.sed bank .should coniine its brandies to the 
port areas only and no branch should be opened in the interior. 

(iii) Controlling- interests, directly or indirectly, shoiikl not be 
acquired in Indian institutions in order to deleat the above 
provision or for any other motive. The existing branches of the 
foreign banks in the interior should be withdrawn v'ithin five years. 

(iv) Except the manager and one assistant in each branch 
under him the whole staff should be Indian. (Minority Report, 
C.B.R., 204.)* 

§13. Opening of an Indian exchange bank. — However much the 
present position may be improved by such restrictions on foreign 
banks they will not I’cmovc a fundamental source of weakness due 
to the very small .share taken by Indians both in the import and 
the export trade and in the provision of banking I'acllitic.s for such 
trade. The Central Banking Committee suggest the following 
measures for enabling India to obtain her leg-itimate share in the 
spheres of both banking and trade. {C.B.R., 481): 

(i) Well-established Indian joint-stock banks should open foreign 
connexions useful to their clients. {C.B.R., 482.) 

(ii) On the establishment of the Re.serve Bank and the simul- 
taneous withdrawal of the restrictions now imposed on the tran.s- 
action of foreign exchange busine.s.s by the Imperial Bank of India, 
the latter .should be induced to take an active .share in the financing 
of India’s foreign trade. The Reserve Bank should enter into a 
definite arrangement with the Imperial Bank for a suitable period 
of, : say, five years, by which the Reserve Bank would utilize the 
Intperial Bank as agents wherever the former had not a branch of 
its own and the. latter had one, on term.s to be .settled between 
the two banks. In return for this concession it would not be un- 
reasonable to insist on a preponderance of the Indian element in the. 
institution receiving the concession. During the continuance of the 
arrangements the Imperial Bank should have 75 per cent of it.s 
director-s on the local boards and a majority of those on the central 
board selected from , Indians ; and there should be no further 

* Untler the ne-w Constitution e.slablished by , the Government of India Act 
ft935li k will only be possible to impose the same feslrictions on British banks 
oijprating in India a,s exist on Indian banks ■working in Great Britain. 
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recruitment of non-Indians to the staff of the Bank barring 
exceptional cases, the approval of the Finance Minister being 
necessary in the latter case. These conditions would meet the 
complaint regarding the unsympathetic attitude towards Indians 
of the non-Inilian officials on the staff of the exchange banks 
and even on the staff of the Imperial Bank of India itself. 
{C.B.R., 483.) 

This recommendation has not so far been acted upon by the 
Government. No doubt the old restrictions on the transaction of 
foreign exchange business by the Imperial Bank of India have been 
removed since the establishment of the Reserve Bank on i April 
1935 : the former has also been appointed the sole agent of the 
latter; but no stipulations regarding foreign exchange business hai’-e 
been made nor any steps taken to secure the preponderance of the 
Ihtlian clement in the Imperial Bank. 

(iii) If, however, the Reserve Bank finds it impossible to 
arrive at a satisfactory settlement with the Imperial Bank or finds 
that within the stipulated peidod the Imperial Bank is unable to 
participate actively in the financing of India’s foreign trade, the 
establishment of an Indian exchange bank is recommended. 
(C.B.R., 485.) 

Such a bank should have a capital of Rs. 3 crores subscribed in 
the. first instance by joint-stock banks registered in India. If 
the share capital is not fully subscribed within a prescribed time, 
the balance should be supplied by the Government, which should 
arrange gradually to dispose of their holding later to the general 
public; So long as the Government hold more than 50 per cent of 
the capital, they should have a predominating voice in the appoint- 
ment of the directors. The question of entrusting the work con- 
nected with Government remittances to a department of the new 
bank working under the control of the Reserve Bank should be 
considered in consultation with the Reserve Bank subject to the 
stipulation that the new bank shall not be allowed to make a profit 
cm such remittances purchased in the open market in its capacity 
as agent. 

In a Minute of Dissent signed by six members of the Committee 
(including Sir Pur.shotamdas Thakurdas) it is urg’ed that the state 
should forthwith start an exchange bank with a capital of R.s. 3 
crores, all to be taken up by the state. . It should be allowed to 
finance export and import trade in the same manner as any other 
exchange bank. For the direction of such a bank, the state should 
constitute a board of seven persons at the head office of the bank 
•with boards of five persons at important centres wdiere the bank 
should have branches, and nomination to both the central and 
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local boards should be made by the Government. In order to ensure 
the bank havirifr a reasonable start, Government remittance; busi- 
ness should be done through it. When the Reserve; Jiank comes 
into being- the cxchang-e bank will act merely as the agent: of the 
Reserve Bank when operating in the open market, on Ijchalf of the 
state. The stafl’ .should be Indian except where the- Finance Minister 
may be tidvised to have the services of a non-national froin abroad 
for a few years in the beginning. (C.B.K., 30.) 'l.'bi; six members 

hold that the creation of an Indian oxchiinge banlc is a matter of 
immediate necessity,- whereas years may pass before effect could 
be given to the recommendations of the Majority. 

(iv) In conclusion, w-e may invite attention to the proposal of 
the Central Banking Enquiry Committee that joint banks controlled 
by Indians and non-Indians as equal partners should be established. 
This plan seems to be attractive. Since international trade is con- 
ducted between two parties it stands to reason that they should 
co-operate with one another in the financing of that trade. 

§14. History of joint-stock banks. — The. growing mass of 
internal commerce in India required organized hanking of the 
modern type. Neither the I’resitleney Banks, which were semi- 
public institutions subject to various restrictions and which had 
branches only in a few large towns, nor the exchange banks, w'hieh 
were mainly preoccupied with foreign trade finance, were able to 
supply the need of the country in this respect. Until i86o, when 
the principle of limited liability was recognized fur the first lime 
in India, the progress of organized banking was slow, 'Flu; financial 
crisis in Bombay caused by the cotton boom of 1865 and the fall in 
the exchange value of the rupee prevented substantial progress from 
being achieved. The earliest bank of this description was the Bank 
of Upper India (1863), which was followed by the Allaliabtid Bank 
in 1865, and some more banks, one of which was the Alliance 
Bank of Simla (187.4.) ’'vhich went into liquidation in 1933. In 1S70, 
seven such banks were in existence. In 1894 the number rose to 
fourteen. Most of them were, and continue to be, under European 
management. The first bank due to Indian enterprise was the 
Qudh Commereial Bank, started in 1881. In 1894 the Punjab 
National Bank was established, mainly through the e:ITorts of Lalla 
Harkisheu Lai, -w'ho was also responsible for the estalrlishment of 
the People’s Bank in 1901. The People’s Bank made great strides 
and at the time of its liquidation in 1913 it had nearly too branches 
and its deposits were over Rs. ijr crores.^ One of the results of 
the advent of swadeshi-ism in 1905 was a flood of new creations, 

^ See Thakur, op, ci't., pp. 31-2. 
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especially in western India, the United Provinces and the Punjab. 
It was to thi.s epoch that the Bank of India, the Bank of Burma, 
the Indian vSpecie Bank, the Central Bank of India, the India Bank 
(Madras), the Punjab and Sind Bank, the Bank of Mysore, the Bank 
of Baroda and the Bt)nibay Banking Company owed their origin. 

§15. Bank failures. — In the first few years great progress was 
made by most of these banks, but the business of many of them 
was of so unsafe and speculative a character, and their cash reserves 
were so slender in proportion to their liabilities, that it was easy for 
a trained and gifted observer like Mr J. M. Keynes to predict 
speedy disa.ster, and Mr Keynes had the melancholy satisfaction 
of very soon seeing his. prophecy come true.^ The failure of the 
People’s Bank on 20 September 1913 was followed by numerous 
other failures, including that of the. Specie Bank in November 1913. 
In the course of the year 1913-14 as many as fifty-five banks went into 
liquidation. The War and post-War boom gave another impetus 
to new flotation.s, and ^\■hen the depression set in, a large number 
of failures took place. Eleven banks failed in 1915, thirteen in 1916 
and sixteen in 1918. The years 1913-24 were a critical period for 
joint-stock banking in India. As many as 161 banks failed during 
this period, and the paid-up capital of these banks amounted to 
about Rs. 6f crores.“ Of the post-War failures, the most important 
was that of the Alliance Bank of .Simla in 1923, which had far- 
reaching and disastrous consequences. Even more serious than 
the direct loss sustained by the depositors, most of whom belonged 
to the middle classes, was the shock to public confidence, the set- 
back to habits of investment, and the injury to industrial and 
commercial development. 

§16. Causes of the bank failures. — The causes of the failures, 
particularly of those which occurred in 1913-14, were (i) slender 
percentage of cash to deposit liabilities, the average being 10 to 11 
l^er cent; (ii) unbusiness-like rates of interest offered in order to 
attract deposits; (iii) absence of able managers and directors with 
the required knowledge of banking business and practice and lack 
of proper supervision by the Board of Directors (iv) fraudulent 

* J. M. Keynes wrote in 1913 on the eve of the hank failures in India : 
‘In the case of the smaller banks, dealing as they are with clients to whom 
banking i,s .a new field and in a country where hoarding is -still dominant, the 
cash balances seem, from available indicationsj to be hopelessly inadequate; 
and it i,s hard to doubt that in the - next ^ bad ' times they will go down like 
ninepins.’ — Indian Currency Mid Finance, p, 225. ■ 

•' 20. 

i ■’ ‘It was a case of an array going into-battle without any trained ofTicer-s 
and without any orders from the General Staff. ’ — Findlay Shirras, fadi'an 

Finance and Banking, p. ^^36^. ■ ■■ , ■ ... .. . . 
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dealings on the part of some of the directors ami niauagen's ; (v) 
absence of a proper proportion between the authorizeil and the sub- 
scribed capital, and between the subscribed and paid-up capital; 
(vi) the gullibility of the depositors who were easily misled by the 
window-dressing of balance sheets and the payment of high divi- 
tlends even from capital; (vii) lack: of palliative remedial action such 
as the Government themselves or quasi-Government agencies might 
have supplied.^ 

Some critics foolishly hinted that the bank failures demonstrated 
the incapacity of Indians to conduct oi'ganized banking of the 
modern type. But it must not be forgotten that such failures were 
a common feature of the early history of joint-stock banking even 
in England and the United States, which are at the present time 
in the forefront in banking matters. Again, as Mr Doraswami 
remarks, ‘the path of Indian bank failures is strewn with the wreck- 
age of European-manned institutions’,- and he instances the failure 
of the first Bank of Bombay {1868) and the Arbuthvtot Bank, to 
wliich we may add the more recent big failure of the Alliance Bank 
of Simla. Although fraudulent manipulation was proved in some 
cases, the principal cause of the failures was lack of experience and 
knowledge. The failures enforced the lesson that banking is 
neither ‘fool-proof’ nor ‘knave-proof’, that it was necessary to 
minimize the risks of crisis by improving' the banking machinery, 
by a careful selection of officers, directors and auditors, and ad-: 
herence to sound banking methods. 

The bank failures had at least one good effect, viz. that they 
removed the weak spots in Indian banking, althoug-h some deserv- 
ing banks also failed along- -with many undeserving ones. They 
further demonstrated the necessity of a central bank like the Bank 
of England to guide the general banking policy in a time of crisis 
and to see to it that in normal times banking is conducted on sane 
and sound lines, for example by withholdings accommodation or 
assistance in the case of ill-conducted banks. As Mr Findlay .Shirras 
points out, sound banking in India (as el.scwhere) depends not 
merely on good laws but also on good bankers* The failures 
showed how necessary it was to make suitable provision for 
thorough instruction in the theory and practice of banking. Equally 
important with good banking laws and well trained bankers is wide 

‘ There was no tradition of , co-operation between the banks themselves, 
and it wa-s -suspected that the European b-anks did not show any great anxiety 
to come to the rescue of. the Indian, joint-stock banks. For example, the 
Bank of. Bengal refused to . accommodate : the People’s Bank of India: even on 
the securlly of Government paper. There was also a want of co-nperatiuii 
and co-ordination between the Indian hanks themselves. 

“ See S. V. Doraswami, Indian Finance, Currency and Baiihiiig, p. jii. 
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publicity, to enable the public to make a shrewd guess as to the 
position 0.1 a bank’s affairs at any given time. It is true that 
only very lew shareholders or depositors will be able to probe 
the mysteries of a balance-sheet, however simplified. But every 
opportunity must be given to those who wish to look closely 
into the affairs of a bank, and it is much to be desired that the 
number of wide-awake, intelligent and critical people willing and 
able to exercise a close supervision on the management of a 
bank should come to be far greater than it is. , It is also essential 
that the banks themselves should develop high and honourable 
traditions and a sense of responsibility to the public. 

§17. Importance of adequate cash reserves. — The maintenance 
of sufficient cash reserves is the very A B C of sound banking. But 
it is the experience of most countries that banks learn this salutary 
lesson only after a reckless disregard of it has actually caused a 
series of disasters. Indian joint-stock banking has already paid 
very heavy school-fees in the shape of bank failures, but seems to 
have at last learnt the lesson thoroughly, and the laudable desire to 
maintain strong reserves has been latterly more and more in evi- 
dence. The. table below shows the manner in which the three 
main types of banks in India have interpreted their responsibilities 
in this connexion. 

The percentages for the exchange banks have been calculated 
on their deposits and cash balances in India only. 


Proportion per cent of cash to liabilities on deposits of the 
several classes of hunks on December . 
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The above figures show that while the cash position was deteri- 
orating' all round in the pre-War period, it was on the whole more 
satisfactory in the case of the Presidency Banks, less so in the case 
of the exchange banks and least satisfactory in the case of the 
Indian joint-stock banks. 

* Before 1921, the Presidency Banks. 

^ Doing a consider.able portion of their business in, India. 

“ Agencies of large hanks doing business all over A.sia. 

‘ Having capital and reserve of $ lakhs and over. 

f Having capital and reserve of between 5 lakhs and i lakh. 
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The le.sson of the bank failures of 1913-14 seems to have been 
taken to heart by all classes of banks, especially liy the Indian 
joint-stock banks, as is shown by their improved cash position, 
though this was partty due to the panicky conditions created by the 
War, whicii required stronger cash reserves than normally. Natur- 
ally since the imtl of the War the cash position has been somewhat 
less strong tlian in the War-period. The tendency, however, needs 
to be carefully watched and resisted. The matter is so important 
that the Bombay Banking Enquiry Committee suggested that bank- 
ing agencies should be compelled by law, as in the United States 
of America, to maintain an adequate cash reserve. The Central 
Banking Enquiry Committee, however, do not favour this proposal. 
They are apprehensive that the statutory minimum may be regarded 
as the maximum by the management of the banks and that there 
are many ways of evading legal requirements. The Committee 
prefer to leave the matter to the good sense and discrtition of the 
banks themselves, {C.B.li., 706.) 

§iS. Growth of joint-stock banking. — ^The following statistics’' 
give a general idea of the progress of joint-stock banking in India 
during the last sixty years or so. 

Capital, Reserve, Deposits and Cash linlances of the Principal 
Indian Joint-Stock Banks {in lakhs of rupees) 


Class A. — Banks with Capital and Reserve of Rs. 5 hikhs and over. 
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’ Statistical 7'ahles relating to Banks in India, 1933, Table No. 3. 


BANKING AND CKEDIT 463 


Class B. — Banks with Capital and Reserve between Rs. i lakh, and 
Rs. 5 lakhs. 
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Qn 31 December 1933 there were 84 joint-stock banks in India 
having capital and reserve of one lakh and over. Their paid-up 
capital was Rs. 8,60 lakhs, reserve and rest Rs. 4,95 lakhs, deposits 
Rs. 76,32 lakhs, and cash balances Rs. 11,71 lakhs. Out of these, 
six banka between them accounted for by far the greater part of the 
deposits. Leaving aside the Banks of Mysore and Baroda which 
enjoy State patronage, the remaining four institutions are really the 
sole important instances in India of purely private enterprise engaged 
in joint-stock banking. Thc.se arc the Bank of India, the Central 
Bank of India, the Punjab National Banic, and the Allahabad Bank 
(Calcutta).^ Of these only the Central Bank of India and the Punjab 
National Bank are Indian-managed. As the table given above shows, 

(i) owing to the failures of 1913-14 banking received a setback; but 

(ii) beginning from 1915 there was a steady expansion of banking 
resources, especially of deposits, which reached the record figure of 
•Rs. 80 crores in 1921 (this expansion was partly due to the War- 
time inflation of deposits and the post-War boom in banking com- 
pany flotation.s). (iii) Since 1921 there has been a decline, especially 
marked in the year 1923 which was a black year for banks in 
the post-War period, (iv) Since then recovery has been noticeable. 
The economic depression has not on the whole adversely affected 
the deposit position of the banks, probably because of the lack of 
free investment of floating funds and of the transfer of a part of 
the proceeds of gold exports to banks. Nevertheless the position 
of the joint-stock lianks cannot be said to be very strong in this 
respect. Their difficulties have been enhanced by the competition 
of the Imperial Bank and its branches, the exchange banks and 
their branches in the interior, the co-operative banks, the Postal 


* Gubbay, op. cit., pp. 4-5. ' 
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Savings Banks and the Cash Certificates system. The joint-stock 
banks liave so far received little encouragement from the Govern- 
ment and public bodies. 

Two important events in the history of Indian joint-stock banks 
which occurr-ed in 1923 deserve special notice. The first was that 
the. Tata Industrial Bank, started in 1918, was merged in the Central 
Bank of India, which has now established its position under capable 
Indian manfigement as one of the leading joint-stock banks in tlie 
country. This constitutes an exception to the general tendency in 
Indian banking which is against such mergers or amalgamations. 

The second event which dominated the banking situation in 1923 
was the failure of the Alliance Bank of Simla. The Imperial 
Bank of India undertook to pay the depositors of the Alliance Bank 
50 per cent of the amount due to them, on receiving a guarantee 
from the Government of India tliat they would meet the losses 
consequent upon the failure. The Government’s justification for 
intervention ivas that the failure of such a bank would have been 
disastrous to other banks, and that, if the panic bad not been 
averted by prompt action, Indian banking would have; received an- 
other serious setback. The critics of the Government contrasted the 
attitude of zealous sympathy displayed by them as well as by the 
Imperial Bank towards the Alliance Bank with the indifl’ercnce 
shown towards the Indian joinGstock banks, wdiich came into trouhhi 
in the crisis in 1913-14. If in future, however, the Government and 
now the Reserve Bank follow up this precedent by coming to the 
rescue, whenever necessary, of deserving banks, the bitterness of 
feeling engendered by this alleged partiality will disappear. 

There is great scope for the expansion of joint-stock hanks 
■in the country under the guidance of the newly established Reserve 
Bank. The joint-stock banks can themselves learn much from 
their competitors on both sides. As the Central Banking Com- 
mittee point out they should combine the economical management 
of the indigenous bankers with the efficiency and modern methods 
of the -western in-stitutions. (C.B.R., 568.) 

§19. Regulation of banking. — In view' of the alarming succes- 
sion of bank failures described above, and for securing the develop- 
ment of banking on sound national lines, it is generally felt (hat 
purposeful regulation is necessary. The joint-stock banks are 
governed by the Indian, Companies Act of 1913 in common -with 
other joint-stock companies, and only a few sections of this Act 
have a special bearing on joint-stock banking. Besides, all that the 
Act requires is the .observance of a few formalities in tlic matter of 
the preparation of the balance sheet, and the form in which the 
statement of affairs . is to be .published twice a year. 


T,l:ie External Capital Committee received influential evidence in 
favour of a more active part being played by the Government in 
watching over the development of banks. For example, Professor 
Stanley Jevona was of opinion that, in the interests of the healthy 
development of banking in India, the Government should undertake 
the inspection of joint-stock banks to ensure that proper practices 
were being observed, and particularly to detect at an early stage 
transactions detrimental to the interests of depositors and share- 
holders and, by fear of detection, to prevent them. The Committee 
did not make any definite recommendations in the mal:ter, but 
merely noted the argument against such Government control, 
namely, that the sense of responsibility of banks and bank directors 
would be lessened and that it would lead to loss of efficiency, and 
that the best basis for sound and permanent advance lay in com- 
petition, publicity and the encouragement of private enterprise. 
Another argunient against Government control of banks is that, while 
relaxing the sense of responsibility of the banks themselves, it would 
throw the odium of failure or mismanagement on the Government. 

The present defects in management and organization are capable 
of being at least partially remedied by otlier methods than legisla- 
tion. For instance, some of the matters requiring attention might 
well come within the purview of the Reserve Bank now that it is 
established. Others may be inet by suitable provisions in the memo- 
randum and articles of association of the different banking companies 
according to their respective requirements subject to the approval 
of the Registrar of Joint-Stock Companies. Nevertheless there will 
remain certain matters which should be provided for by legislation. 
The Central Ranking Committee recommend that a special 
Bank Act be passed comprising the existing regulations embodied 
in the. Indian Companies Act with certain modifications and 
additional provisions. The additional provisions proposed by the 
Committee fall under the following heads; (i) Organization ; (ii) 
Management; (iii) Audit and Inspection; and (iv) Liquidation and 
Amalgamation. We have space here only for a few of these 
proposals.^ 

(i) Organisation . — Firms and companies using the term ‘bank’ 
or its equivalent and desiring to be incorporated under the Act shall 
make adequate provision in the memorandum and articles of 
association regarding the following matters : 

(a) prohibition of activities other than banking, (&) prohibition 
of loans on the security of bank’s own stock, (c) limitation as 
rtigards loans to directors, managers and members of the staff 


SeC! C.B.E., cli. XXV ; also M. L. Tanmn, Regulation of Banks in India. 
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of a bank and the borrowing- power of the directors uf a bank, 
(fi) qualifications, appointments, retirement and voting powers of 
directors and bank officers, 

Ifvery institution doing’ banking’ business in British India other 
than a foreign bank, should have a rnajoritj' of oatural-1.)orn or 
domiciled Indian directors. 

No new bank other than a foreign bank should be rdlowed to 
do business unless it has a majority of Indian shar<diolders and is 
incorporated under the Indian law. Organization of a bank on the 
managing agency system should be prohibited, as it has no justifi- 
cation in the sphere of banking. 

joint-stock bank with limited liability registered under the .\ct 
should not commence business until its paid-up capital is at least 
Rs. 50,000. Its authorized capital should not be more than double the 
subscribed capital, and the paid-up capital should not be less than 50 
per cent of the siiliscribcd capital before commencement of business. 

(ii) Management i 

(a) Resen'e Fund. — Until the Reserve Fund ccjimls the paid-up 
capital, an amount equal to at least per cent of the bank’s paid-up 
capital should be taken to the Reserve Fund before distribution of 
dividends. 

(b) Cash .Re.scrves, — ^Wlien the Reserve Bank is established, 
(this is now an accomplished fact since i April 1935) the member- 
bank.s will be required to keep with that bank a tlcposit of a 
certain percentage of their time and demand liabilities in addition 
to their iill-money (i.c. cash in hand). Irrespective of tlie other 
advantages of such a system of mobilization of the reserves of 
the banking institutions of the country, it would mean a deci<le<.l 
improvement on the existing position regarding the mainlenanee of 
cash reserves. (See also §17.) 

(c) Regulation of '.Loniw.— Advances to an auditor or a 
member of a firm of auditors of a bank should be prohibited. 

(iii) Audit and Inspection.— OlHcers and directors of a bank 
should be rendered liable for omission to state material facts in their 
reports or in the presentation of the assets of the bank. 

:(iy) Liquidation and Ahialgamation.— A. temporary moratorium 
on the recommendation of the Reserve Bank to prevent untimely 
and compulsory liquidation of a bank which is in dilficulties should 
be permitted. (C.E.R., 735.) In the case of voluntary liquidation 
of a bank, the appointment of a liquidator should be made by, or 
wilh the approval of the Board of Directors of the Resei’ve Banlr. 
{C.B.R., 739.) It should be one of the functions of tlie Re.sorve 
Bank to lend its advice and co-operation in cases of amalgamation 
or reconstruction of banks which are in difficulties, {C.B.R., 736.) 
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I here should be some arrangement under which the Indian creditors 
of a non-Indian bank taken into liquidation should have a prior 
claim on its assets in India and should also share in the general 
distribution of its assets outside India, should there be a shortage 
in assets held in India. 

Hanking legislation is apparently required not only to proleel the 
depositors and shareliolders from unscrupulous banking manage- 
ment, but also to secure the protection of the banks themselves from 
unjust attacks on their stability, though the right of the public and 
the depositors as well as shareholders to a . fair criticism of Ihe 
management must be carefully safeguarded. It is felt that some 
amendment of the Companies Act is necessarj'. It has been suggest- 
ed that complaints against a bank should not be permitted to be 
broug'ht before a court of law without preliminary inquiry and 
sanction by .some responsible officer of the Crown, such jis the 
.l-dvocate-General or the Registrar of Joint-.Stock Companies. It is 
doubtful, however, whether the grant of sm;h s.'inetion (m a prima facie 
ease would not make the position of the bank concerned much more 
serious than liefore. Fully aware of these difficulties, the Central 
Banking Committee have eontenlod themselves with leaving it to the 
Legislature to consider whether any practical remedy could be advised 
to protect banks from frivolous proceeding's. (C’.B.R., 745.) 

§20. Special provi.siona relating to banking coinpanie.s in the 
propo.sed amemlment to the Indian Companies Act. — After a delay 
of nearly five years the Government of India have decided to in- 
corporate special provisions relating to banking companies in their 
Indian Companies (.-\mendment) Bill, which was introduced in the 
Legislative Assembly by the Law Member on 23 March 1936. 
This course has been adopted by the Government in preference 
to a special Bank Act on the ground that there is no immedifite 
prospect of legislation dealing solely -with this subject being under- 
taken. Moreover the major banks have already been dealt with 
partly in the Reserve Bank Act. The recommendations of the 
Central Banking- Enquiry Committee have been considered in 
drafting these new provisions which are as follows; 

(i) A banking company has been defined as one which carries 
on as its principal business the accepting of deposits of money on 
current account or otherwise, subject to withdrawal by cheque, draft 
or order notwithstanding tliat it engages in addition in any or all 
of certain specified forms of business, such as lending of money, 
discounting bills, buying or selling foreign exchang-e, granting' 
letters of credit, receiving' valuables for safe custody etc. (ii) 'fbe 
activities of such banking companies are restricted to ordinary 
banking transactions, (iii) The employment of managing agents for 
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the management of banking companies in future is proliibited. (iv') 
Adequate working capital before business is commenced is ensured 
by making necessary the issue of a certificate to the. effect that 
working capital of Rs. 50,000 ha.s been obtained by tlie allofnienl: 
of share capital, (v) A Reserve Fund is made <;;ompulBory by requir- 
ing a transfer out of the annual profits of a .sum not le.ss than 2I 
per cent of the paid-up capital until the Fund equals the paid-up 
capital, (vi) A cash Reserve of per cent of the time liabilitie.s 
and 5 per cent of the demand liabilitie.s is to be maintained, and 
monthly statements of the amount so held and of the time and 
demand liabilities to be filed with the Registrar by banking com- 
panies other than scheduled banks, (vii) Provision has been made 
for a moratorium to save from liquidation a banking company in 
temporary difliculties by authorizing the Court on the application of 
a banking company to stay proceedings against such a company, 
provided the application is accompanied by a report made by the. 
Registrar. 

While we w'elcome the proposed legislation, there is .still, in 
our opinion, a strong case for a separate Bank Act to ensure satis- 
factory regulation of banks in India. 

§21. Clearing houses. — ^'fhe system of ‘clearing hou.ses’ was 
introduced in England towards the last quarter of the eighteenth 
century. It made possible the easy adjustment of countless cross 
claims without actual use of cash or money. The. existence of this 
system explains to a large extent the phenomenal development C)f 
the cheque system in England and other countries. For the greater 
success of this system, it is necessary that one of the member- 
banks of the clearing house should act as the settling bank or the 
‘bankers’ bank’, the other banks keeping a balance with it so that 
the .settlement of cross claims is rendered more easy and complete. 

The principal clearing houses in India are those of Calcutta, 
Bombay, Madras, Karachi, and Rangoon. Clearing houses have 
also been established in Cawnpore, Lahore, Delhi, Simla, Ahmcdabad 
and Colombo. The Imperial Bank of India had in view the 
establishment of more clearing houses, namely at Amrit.sar, Rawal- 
pindi and Peshaw'ar. At many places where there is no clearing 
houscy a sy.stem is in vogue of clearing accounts Ijy giving cheques 
on the Imperial Bank in payment of balances due between the banks 
in the place, The Reserve Bank, the Imperial Bank, the exchange 
banks, the English banking and agency firms and the leading Indian 
joint-stock banks are most of them members of clearing houses. 
The Reserve Bank of India now acts as the settling or bankers’ 
banlc. A representative of each member-bank attends the meeting 
of the clearing house on every business day at certain times. Since, 
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the inemliers have usually an account with the Reserve Rank, the 
final Ijalancc Iclt over after the cancellation of cross claims is usually 
sel.tleii I.)}' chec|ues anti book entries, thus dispensing with cash in 
any form. Mr McDonald, the Managing Governor of the Imperial 
Bank, suggested in his evidence before, the Central Banking: Com- 
nulte(' that an Association of Clearing Banks should be incorporated, 
ll sliould have its own rules and manage every clearing house in 
detail; it should have its own banker, as should every member. In 
India these tunctlons were, until the recent establishment of the 
Reserve Bank of India, largely performed by the. Inipei-ial Bank. 
There was thus confusion and not infrequently other banks regarded 
their accounts with the Imperial Bank as being nothing more 
than a jtart of the clearing house and a means of settling their 
differences in the clearing, and overlooked that in addition to the 
balance required to meet their clearing differences, their balances 
shoLikl h.avc covered the work involved, as in the case of an onlinary 
ciinstituent. The clearing house returns given below may be taken 
as some indication of tlu; steady growth of trade and banking 
which has been adversely affected by the economic depression, 
especially in the years 1931 and 1932. The use of the cheque is 
still in its infancy, being practically confined to the commercial 
town.s. Nevertheless, the cheque is gradually finding its way even 
into the mofussil areas, and the tendency has been especially marked 
since the establishment of a number of liranchcs by the Imperial Bank. 
The cheques issued by the co-operative banks are also familiarizing 
the public in the up-country districts with the new system. 

The following figures^ show the growth in the cheque system. 


Cluttring Hmisc Returns — Totiil iimoiint of cheques cleared 
{In crores of rupees) 


A'ear 

, Amount 

Tear j 

Amount 

igoo 1 

2,12 

192s 

17,70 

nj05 

3.0.3 


15.91 

1910 

4.65 

1928 

i8,s6 

191.'! 1 

6,50 

1929 

20,38 

1918 

13.9s 

1930 

18,04 

1920 

31.49 

1931 

iS.Si 



1932 


1922 


1933 

16,20= 

1923: 

■18.5s ■ 

1934 

17.87 

1924 

17,78 

I93S 

19.4s . 


^ Statislical Tables •relaling to Jianbs in India, 1933. 

■ Thi.s .'imoiint was (.listribiitecl a.s follows: 

Calcutta «, 24, Bombay (i, 44, Madras. 52, Kar.achi 25, Rangoon 58, Cnwnpore 
■8, Lahore 0 crores of rupee.s. Thu shrinlc.age in . the total amounts of cheques 
<:leared during the years 1930-2 is due. to -the' trade depression. The figures 
■for 1933-5 show a good deal of recovery. 
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To popularize and extend the clearing" house system, moi e 
facilities must he given for the clearing" of cheques of priviile liniis 
up-country, and the privileges of the clearing house extern led to 
registered private banks of suitable status. Fite ust; of cheques, 
although it is growing", is far from being cominensurale with tlic 
vast .size of the countrv and its population. One of tin; liindrimccs 
to the growth of the system is widespread illiteracy. Besides, in 
order to write a cfieque, a person inust not only be literate I.hit must 
iilso know English. This is capable of being remedied if the joint- 
stack banks modify some of their methods and make use oJ. the 
vernaculars in their transactions, particularly in respect of cheques, 
pass books and deposit receipts." But the greatest hindrance is the 
deficiency of banking facilities. 

The following are some of the siig'gestions made by the Bombay 
Banking Enquiry Committee to popularize the use of cheques : 
(i) Cheques should be accepted in payment of land revenue, local 
rates and taxes; (iij the Imperial Bank should revive, the policy of 
charging low rates of exchange on up-country cheques; and (iii) 
joint-stock banks and co-operative banks should allow moneys to be 
withdrawn from savings banks accounts by cheques." 

§22. Postal Savings Banks, etc. — Government .Savings Banks 
were established in the Presidency towns between 1833 and 1S35. 
In 1817 District Savings Banks were instituted in connexion with 
certain select district treasuries. The Post Office Savings Banks 
were opened in all parts of India in 18S2 and iS83^and alisorhed the 
District Sayings Banks^ business: in 1886 and that of the. Presidency 
Savings Banks in 1896. The Government Savings Banks are, 
therefore, at present a department of the postal administration. The 
Government do not maintain any specific cash reserve to meet ihcur 
deposit liabilities, which constitute therefore an unfunded debt used 
for capital expenditure. The Postal Savings Bank.s provide the 
people of the niiddk; and^ Iower_jTii,£ldJ£idas^s with a secure means ^ 
of depositi ng their small savings, f or which tiic general balances of 
the Government constitute., a aufficicat...s,CC.Vinty_. Agricultural and 
industrial workers appear to make a negligible use of these banks. 
In 1914, the Government offered increased facilities to depositors 
by raising the limit of the amount of the annual and total deposits 
permissible to an individual depositor as well as by helping the 
depositors in their investments in Government .securities. This 
resulted in attracting large deposits, especially because jiulilic 
confidence in pri,vate banks had been badly shaken on account of 

* The abolition' of .the. stamp duty on -cheque.^ has encouraged then" use. 

* .See Iteport of the Somhay Provincial Banking Enquiry Commiitee, 
pars,.' 303-6: A' ■fTA-.--. 
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tlie liank failures of 1913-14. Tlie War j^ave a tcmporai'v .setback 
to Savings Banks deposits, but there lias been an improvement in 
tile position recently, as can be seen from the following table. 


The Gremtii of the Post Office Savings Banks Deposits 


Year 

No. of Banks 
at the end 
of the year 

No. of 

Total deposit balances 
willi tlio Goveniment 
(in crores of rupees) 

1913-14 

9,824 

.1,639.000 

23.16 

1914-15 

io,t 6 i 

1,644,074 

14-89 


10.587 

1,677,407 


1922-3 

10,730 

2,043,502 

23-20 

'92.3-4 

10.535 

2,039.314 

24-79 , . 

1924-fl 

10,727 

2,164,473 

25-64 

1925-6 

11,162 

2,317,390 

27.23 

1926-7 

11.994 

2,518,142 

29-50 

1927-8 

12,326 

2,606,071 

32-66 

1928-9 

12, ©(4 

2.020,8311 

3-<-49 

1929-30 

12,768 

2,304,904 

, 37 ' 13 

1930-1 

12.846 

2 . 477.613 

37-03 

' 93 '-2 

12,880 

2,401,527 

3S-20 

1932-3' 

12.690 

2,736,645 

43 ' 4 S 


These figures show' that the pre-War amount of deposits ha.s 
been exceeded since 1922-3, though the position is less satisfactory 
than it looks if we consider the perioil which saw a fall in the pur- 
chasing power of the rupee. The deposit balances in recent years 
have shown an appreciable increase — a result attributed to the 
investment of part of the proceerls of the sales of gold. There is 
a considerable scope for the expansion of Post Office Savings Banks, 
seeing that there were in 1932-3 only 12,690 Savings Banks, for 
nearly five lakhs of villages in British India, which show's that in 
the case of a vast number of villages the nearest Saving,s Bank is 
several miles away, making It highly inconvenient for the village 
folk to depo.sit their .savings there. 

In recent years there have been several forms of investment 
open to the public which have come into competition -with the Post 
Office Savings Banks. For example, the War loans attracted many 
people who would otherwise have deposited their money with the 
Post Office Saving's Banks. Other competitors arc the co-opera- 
tive credit .societie.s, the Imperial Bank and the e-vchang-e and 
joint-stock banks. 

' The Post: Office Savings Banks deposits amounted to Rs. S 2'23 and 
croi't'S on 31 March 1934 and 1935, respectively. See Statistical Abstract for 
British India (1932-3), Table No, 280 .and the. Central Budget for it)3S~6r 
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Among- the suggestions made for making the Post Oiticc Savings 
Banks more popular are the following: (i) a higher rate of inlerest: 
on deposits, more in correspomlence with rates olUainalile else- 
where; (ii) a further relaxation of the restrictimi on the amount 
deposited annually and the limit on balances, subject to suitable 
precautions regarding sudden withdrawals;^ (iii) the acceplance of 
deposits in the form of cheques and also the allowing of withdrawals 
by means of cheques; (iv) propaganda for oiiening new Savings 
Banks offices.^ 

The Post Office conies into contact with the savings of the people 
in another way, namely through Cash Certificates. These certificates 
are issued in amounts of Rs. lo or multiples of Rs. lo; Rs. 10,000 
being the maximum limit for the face value of the total holdings 
by one person. They are payable after 5 years from the date of 
purchase and are issued at a discount, full interest, i.e. face value, 
being- payable, only at the end of five years. Since the time of 
the War a Government Loan branch has also been ususally tacked 
on to the Post Office. As regards the Post Office Cash Certificates 
the system i.s capable of being extended and further popularized so 
as to make it finance a considerable portion of the provincial capital 
expenditure. In 1930-1 the amount of the Postal Cash Certificates 
outstanding w-as 1^5.38-44 crores, whereas if was only Rs. 13-12 
crores in 1934-5 and Rs. 8-88 crores in 1917-18, when the system 
was first introduced. In recent years the amount of Cash Certi- 
ficates outstanding has greatly increased, being Rs. 66-49 orores on 
31 March 1935, in spite of the reduction in the interest yield. This 
result also has been attributed largely to the .sale of gold at high 
prices and the investment of the proceeds in Cash Certificates. In 
order further to popularize Cash Certificates, it has been suggested 
that, as it is not possible to open a post office in every village, the 
village patel and the accountant, %vho collect the land revenue, could 
conveniently undertake the business of Cash Certificates, which may 
also be accepted at their realizable -value in payment of land revenue.-’’ 
On the whole : the system of Cash Certificates has abundantly 
justified itself. However, in order to avoid unfair competition with 

I * The amount that can he. deposited into an account in a single year is 
limited to Rs. 750 and the total balance to Rs. 5,000. The miniraiiin .amount 
that can be dejjosited at any time is four , annas, withdi-awaf being permitted 
■only once a -week. The rate of interest -.was reduced from 3 per cent to 2-J 
per cent in 1933, and to a per cent in 1936. 

’ The, Bombay Banking . Enquiry Committee recommend that 'in the 
experimeiital stage, in selected areas : officers of,' the co-operative societies : or 
■village schoolmasters .serving. as.'parWta^ postmasters should be entrusted with, 
the work of coUopting deposits’.-r-Re^iort, par. 289. 

’ See Wadia and Joshi, op. cit.,. p, 359. 
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banks and banians, a lowering- of the yield on Cash Certificates 
may be desirable. Also in order to meet the grievance t;hai: there 
is at present too great a diversion of funds outside the districts, 
some ()l the money collected through post offices mav be placed 
at the disposal of co-operative societies, or advanced as ttdekavi, to 
individuals.'- 

§23. Effects of the War on Indian bunkinjl. — One of the elTects 
of tlu! War on Indian banking was a remarkable increase in bank 
deposits. The total bank deposits of all the banks (the Presidency 
Banks, joint-stock lianks and the exchange banks)" amoimted to 
■Rs. 97-51 crores in 1913 and Rs. 1,63-62 crores in igi8. 

The large War profits made by some of the industries, like the 
cotton-mill and jute-mill industries, naturally increased the cash 
deposited udtli the banks. In addition the banks g-ave credit, both 
to the Government and private individuals and bodies, in connexion 
-with the issue of and investment in War loans and Treasury ITills. 
The banks gave credit to the Government by themselves subscribing 
to the War loans and the Treasury Bills, and the Government tlrcw 
upon this credit by issuing chccjiies on the banks to its creditors from 
whom heavy purchases of war materials, etc., had been made. These 
cheques were in their turn carried to llieir accounts at the banks 
by the Government’s creditors. The banks thus found that llieir 
deposits increased by the amount of their subscription to the Govern- 
ment loans. The banks helped private persons and bodies to invest 
in War loan.s and Treasury Bills by opening deposit accounts with 
them. Thus both these acts of causes served to increase enormously 
the total amount of the deposits. 

Another effect of the War was the worsening of the pre-War 
situation as regards the smallness of the capital of the banks in 
relation to the business transacted. This was due to the excessive 
anxiety of the bai-iks to make larger and ever larger net profits by 
as rapid a turnover of their capital as possible. 

Further, the War witnessed a very considerable growth in the 
cash reserves of the banks, partly owing to tlie increase in the 
deposits and partly to tlie necessity felt by the banks to maintain 
stronger reserves as a safety measure under the abnormal War 
conditions and as a result of the banking crisis of 1913-14, the 
memory of which was still fresh and vivid'. There was also a con- 
siderable increase in the investments of the banks, partly owing to 
tlie great activity of the export trade, but primarily as a result of 
the bank’s investments in War loans and Treasury Bills. The War 

' Boinhay Bankint! Euquiry Committee KeptiTt, para, sc^a-i. 

’ In the case of the exchange banks, only the deposits in India are taken 
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broiig-ht higher dividends, tig-hter money and higdi liank rales, and 
a great increase in the amounts of cheques cleared. LasUy, the 
experience.s of the War imparted greater urgency tluin ever lo the 
question of a central bank', the need for which hatl already l)eeii 
clearly indicated by the crisis of 1913-14. 

[524. Cliaracteristics and deficiencies of the Indian money 
tnarket. — -The money market in India exhibits several ciiaracteristics 
and deficiencies, some of which are revieu'ed bidou’. In the first 
place, as previously pointed out the money market in Imlia is 
divitled tinto several segmients Avhich are Ioo.sely eo-rel:itecl to each 
other. Each sectional agency such as the Imperial Bank, the 
exchange banks, the joint-stock banks, the co-operative banks, 
the indigenous bankers, etc., limits itself to a particular class of 
business and remains virtually independent in its own sphere.’- 
The relations between the various member.s of the money nmrUet 
are not very happy. Thus the joint-stock banks are jealous o[ 
the privileged position of the Imperial Rank, which until the SF 

establishment of the Reserve Bank performed to a limited degree 
the functions of a central bank. The cxcliange banks oinuipy a 
very strong position, and complaints ai'c often heard that they 
are encroaching on the province of the joint-stock banks. Before- 
their inclusion in the list of scheduled banks they -ivere not amenable 
to any law or authority in India. The link between the co-operallve 
and other banks is also very loose. But the most serious cleavage 
exists, as already shown, lielwccn organized banking institutions 
and indigenous banking. Even the latter or the bazaar part of the, 
money market is not one compact entity, but is further .subdivided, 
a.s, for example, in Bombay where there, are separate Gujarati, 

Marwari and Multani bazaars, each with its own rate of inte.rcst. 

The absence of a genuine central bank until recently (April, 1935) 
aggravated the separatist and centrifugal tendencies ; and although 
the Reserve Bank of India has already commenced work no revolu- 
tionary changes can be expected in the near future. Firstly, because 
the relation of the Re.serve Bank to indigenous bankers has not 
yet been .settled ; and secondly because before a. well-organized and 
closely-knit money market is brought into existence a certain amount 
of time must necessarily elapse, in order that the influence of the 
new central banking structure, imperfect as it i.s, should permeate 
throughout the, credit organization of the country, “ 

‘ This critlciiJin applies .specially to the period ibcfore the establishnn'nt of 
the- Reserve Bank.'-, 

F Another defect: of the.Tndian -moiJey.. market before the inaugurnfion of 
the. Reserve Bank of India was the dual, .control over the money market by 

the .Government, .which was the currency authority, and the Imperial Bank, 
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§25. Confusion and chaos of money rates. — An inevitable 
result of the sectional org-anization of the money market in India 
is the confusion and chaos of the money rates. Tlie Central Tiank- 
ing- hlnquiry Committee, cannot be said to be guilty of exaggeration 
when they say, ‘The fact that a call rate'- of per cent, a humU 
rate" of 3 per cent, a bank rate-'' of 4 per cent, a Bombay liazaar 
late' for bills of .small traders of 6J per cent and a Calcutta bazaar 
rate' for bills of .small traders of 10 per cent can exist siiniiltancou.sly 
Indicates an extraordinary sluggishness in the movement of credit 
between the various markets’.® This presents a marked contra.st 
with the close relation between the various money rate.s in the 
London money market, all of ’which depend ultimately on the bank 
rate and promptly adjust themselves to changes in that rate. The 
old bank rate charged by the Imperial Bank, though quoted in 
financial journals along’ with the bank i-ates of the central hanks 
of other countrie.s, had a differenl and limited significanee. Where- 
as the rales of the central banks usually denote the rates at which 
first class trade bills can be tliscountcd at the central bank, the 
Imperial Bank rale was not a discount rate but a loan rate. 
The dh’ided control over currency by the Government and credit 
by tlu; Imperial Bank before the inauguration of the Reserve 
Bank made Ibe confusion of rates worse confounded. Another 
characteristic of the money rates in India is the perccplihle disparity 
in respect of them at the two principal c;enlrcs, Bombay and Calcutta, 
leading to fluctuations in the prices of securities and reactions on 
trade movements. I'liis is brought out by the table of money 
rates, on p. 478. 

We may now consider further the question of the relation 
between the old (Imperial) bank rale and the bazaar huncU rates. 

which \v!is the credit controlliiif; agency to a limllcd degree. Further the 
Government dominated the money market by their currency and flnimcia! 
opfrations. The inauguration of llui Re.serve Bank, which i.s t)Oth the curn.iu’.y 
and credit controlling iiuthority, ii-as removed these two defects. 

‘ The call or call money rate refers to the interest rate charged on surplu.5 
money .seeking employment for a possibly minimum period of 24 hours. 

“ The (Imperial Bank) hundi rate is the rate at which the Imperial Bank 
will discount or rcdi.scount first-class bills of 61 days’ date. 

’ Tito liatdc rate (old) refers to the rate at wliich the Imperial Bank, before 
the establishment of the Reserve Bank of India, was prepared to grant demand 
loans against (iovermnunt s(.'Curitios. This is now known as the advance rate 
of; the Imperial Bank, The basis of the bank, rate as now quoted by the 
Resei’ve Bank i.s explained in S57 below. 

The biixiiar rates are. tbo.se .it which the bills (Imnd/.v) of small traders 
iu-e di,scounted by the shroffs at Calcutta and Bombay. 

' See C.S.i?,, S79* -'i- 
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Indian Money Rates per cent^ 


On 

St of 

Bank Rato 

Cull Money Rate 

Imperial 
Bank IIuiuU 
Rale 

Bazaar Bill Rate 

Calcuttfi 

Bombay 

Calcutta Bombay 

April 

1934 ... 

34 

i 

3 

34 

0-7 6 

May 


34 




6-7 0 

June 

11 ••• 

34 

S 


34 


July 

„ ... 


3 

14 

34 

6-7 3l 


13 ••• 

si 

S 



6-7 3 

Sept. 


34 

S 


34 

6-7 3 

October 


3-4 

« 


34 

6-7 


> 

34 



34 

6-7 3 .‘i/f- 

Dec. 

M ... 

34 

1 

1 tl ■ 

34 

6-7 Si 

Jan. 

m5 - 

34 

i- 

3 

34 

6-7 .s4 

Feb. 


3* 


t '34 

34 

6-7 6:1 

March 

... 

■■ 34 

^ ' ! 

34 ■ ■ 

34 

7-8 6.f 


\Yc have already remarked that the indigenous banker finances 
the movement of crops during the busy season largely from his 
own resources. He is, however, ultimately dcipendent upon the 
Imperial and the other joint-stock banks for tlie additional funds 
he requires. Therefore in times of stringency the bazaar rate, for 
first-class htindis follows the Imperial Hank rate. As we have seen, 
the shroffs who do the hnndi discountingf business charge highi'i* 
rates tliati the bank rate, profiting by the difl'erence bcLwccn the two 
rates, Towards the beginning of. the slack season the bank rate is 
g-enerally higher than the hnndi rate.® When money is easy the 
correspondence between the two rates is less close than ivlicn it 
is tight, and the shroffs may disreg'ard the bank rate and may 
underquote the banb.'’ It should be noted in connexion with the 
absence of complete harmony between the two rates that the shrolfs 
scarcely ever discount European paper and do not purchase foreign 
or sterling bills. ‘Neither do they lend money on Crovernment 
paper or similar securities, but confine their advances to the discount 
of hiindis, to loans to cultivators and against gold or silver bullion." 
The banks do not compete with the shroffs for the purchase of 
traders’ hundis and therefore there is often little apparent relation 

' .See Report of the ControlUy of Currency for the year 1934-5, Statemrat .\i.\C 

’ ‘The Jiundi rate rises and falls with the hank rate proper, though .some- 
what in advance of it and , iiattifally so, for one is a discount rate and the 
other a rate for day-to-day loans. . Thus at the beginning of the busy season, 
the kundi rate would usually be higher than ' the bank rate ; the reverse being 
the ■ case , when, the slack season is about to , begin, so that the hundi^ rate 
may be said to be a sort of long-distance' .signal.’— Commission 
Report. ; [ 

f ,S‘ee Shirr.as, Indian Rinanee and Banking, pp. 341.2. 
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between the shroff’s rate and the bank rate. The shroff’s reliance 
on Itinds is not sufficiently continuous or sufficiently great 

for the two rates to be closely similar. The operations of the shroffs 
still lie to a great extent outside the banking- system of the country. 

The natural link between the Indian money market or the 
bazaar, and the market controlled by banking institutions of the 
European type would be ‘a steady supply of trade bills endorsed 
liy reliable firms or discount houses which are in touch with both 
markets and are able to meet the needs at one end of the merchant 
who prefers the elastic methods of bazaar finance, and to take 
advantage at the other end of entry into the central money and 
discount markets.’ {C.B.R., 581.) 

The levelling down of the various money rates must be a matter 
of slow growth and development. ‘The ultimate ideal must be the 
mobilization of the whole of the floating resources of the country 
into one large pool, into which hills can find their way with as 
little delay and with the intervention of a.s few intermediaries as 
possible. The inauguration of the Reservm Bank and the expecta- 
tion that it will promote the establishment of a bill market in 
India gives rise to the hope that the bank will put an end to 
the chaos of money rates and exercise control over the various 
money rales prevailing- in the money market (see liay-S below). 

§26. Seasonal monetary stringency.— Another striking- charac- 
teristic (incidentally referred to above) of the money market in 
India is the seasonal monetary stringency and high money rates 
during a part of the year. The year in India is divided into two 
more or less distinct periods: (i) November to June, which is the 
period of the busy season when money is required to move the 
crops from the up-country districts to the port towns and internal 
oentres of consumption, and (ii) from July to October, which is the 
period of the slack season when the money returns to the financial 
centres in payment for bullion or other commodities. There are 
wide fluctuations of the money rates from one period of the year 
to another, and tlie spread betwecai the maximum bank rate during 
the busy season and the minimum during tlie slack season is very 
striking. For in.stance, tlie highest bank rate in the year 1924 
was 9 and the lowest 4, corresponding figures for 1928 being 7 
and 5, for 1929, 8 and 5, for 1930, 7 and 5. During recent years 
of depression tlic bank rate has remained at a comparatively 
lower level and without any change during the whole year, for 
example, during- 1933-4 ^nd 1934-5 the hank rate remained 
unchanged at 3-J- per cent. This is an indication of the general 


slackness in the trade demand, of the prevailing- low level of cum- 
modity prices, of the release of frozen credit wrought by the sail- 
of gold, and to some extent of the feeling of ease, caused by 
expansion of currency- The Reserve Bank of India was coinjjelled 
to reduce the bank rate to 3 per cent with ellecl. In.)in jS 
November 1935 under pressure of easy conditions and weighl, ol, 
money awaiting- hivestnient. It remained unaltered during die 
current busy season which is now (June 1936) about to close. 1 be 
bank rate‘ varies with the intensity of the demand for money, 
which again depends upon the nature of the harve.st, the bri.sknt;.s,s 
of the demand for the great staples of agriculture (cotton, jute, 
wheat, rice, etc.), especially for export purposes, and the range 
of prices prevalent for them. We have already seen liow the croj^s 
are financed in the earlier stages by the indigenous bankers and 
how a considerable volume of business is thus brought by them to 
the Imperial and other banks who discount and rediscount the 
shroffs’ hiuidis. The demand for moving the crops occasions a 
seasonal stringency in the money market, further emphasized by 
the g-reat tlemand for currency which comes at the same lime in 
connexion with holidays, marriage ceremonies, etc. But apart from 
these causes accounting for seasonal stringency, there, are otlicr 
factors responsible for the normal high money rates in India (before 
the economic depression). We have already spoken about the part 
which the Reserve Treasuries played in causing monetary strin- 
gency. The transfer of large cash balances to the Imjjerial Bank 
(now to the Resei-ve Bank) brought some relief to the money marhvf. 
The Government monopoly of note-issue and its divorce from bank- 
ing, until its transfer to the Reserve Bank of India, was responsible 
for a maladjustment between the -supply of and demand for money. 
A certain element of elasticity was imparted to the note-issue, by 
the provision for the seasonal issue of currency up to Rs. 12 crori's 
against inland bills of exchange, under the Paper Currency Act of 
1923. But this amount was fixed arbitrarily and its oxlension rvas 
■widely desired by the commercial public. The rates of interest were 
also felt to be prohibitive. Moreover, there is the shortage, of 
genuine inland trade bills as cover against the seasonal increase, “ 
As Sir Basil Blackett pointed out to the Hilton-Young Commis.sion, 
the Imperial Bank sometimes had to put some pressure on their 
clients to convert cash-credits into hundis in order to leave a suffici- 
ency of self-liquidating iMtudis to obtain emergency currency. The 
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nKincUiry sirinf^vncy hna also been attributed to the heavy bor- 
j'owlng;, f)l llu: Government in the money mai'ket since the War, which 
lireventcd the Imperial Bank from collecting sufficient surplus cash, 
and thus the money rates remained unduly high. The exchange 
policy of the Government, involving deflation or refusal to allow the 
normal increa.se in currency, also added to the monetary strin- 
gency from time to time. But from the nature of the case this 
caiisi; comes into operation only occasionally. On the oilier hand, 
the purchase of sterling in India, arrangements for cheap inland 
remittances, and the starting of additional branches by the Imperial 
and other liank.s, have had the effect of lowering to some extent 
the pitch of money rates during the btisy season. However, ex- 
cluding the recent years of economic depression and cheap money, 
the normal rate for money in India is still far too high and act.s 
as a discouragement to business activity. A fundamental reason 
for the high rate is the scarcity of capital, which is the direct result 
of llu' great poverty of the people. The income of the great 
majority of the people is so small that any saving is scarcely possible 
for them. Another reason is that a consideralile amount of potential 
capital lakes llie form of hoards, which lie idle aiul sterile in the 
absence of adccpiate banking facilities to attract them into profitable 
investment. (The sale of large f|uantities of gold for export in 
recent years has lesseneil the force of this factor. It has also 
partially contributed to cheap money conditions and low interest 
rates.) Both tluxse ilefocts pointed to the need for a central banking 
agency which could spread the available resources more evenly 
over the difl'erenl parts of the country and the diirereut seasons 
of the year. It is expected that with the cslahlishmcnt of the 
Reserve Bank, ‘the supply of additional note currency against 
eligible commercial paper would be automatic and the question of 
penal rates of interest would not arise’. (See ^52.) 

is 27. Lack of a bill market. — 'A well-organized bill market is 
an indispen.sabk! adjunct of an efficient money market and is 
essential for the smooth working of the credit mechanism. It is 
also necessary for linking up the various credit agencies ultimately 
and irfl'e.etlvely to the central bank of a country. The present situa- 
tion in India in this respect is most unsatisfactory. As the Central 
Bank'ing Iiiic|uiry Committee point out, from the point of view of 
a tliscount market bills in India are scarce. Thi.s is not due to 
a, kudv (»l; knowledge regarding the utility of this form (tlie trade 
bill) of credit or unwillingness to make use of it. linndix, which 
are tile analogue of the western bill of exchange, have lieen in use 
in this country from the twelfth century oinvard.s, if not earlier. 
I'lie scarcity of bills, which i.s clearly brought out by the very small 
, it--31 
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proportion of their assets devoted to the purchase of bills by banks 
in India, may be attributed to the following reasons. (i) In the 
first place, banks in India have to maintain a .stronger liquid 
position than in western countries, and therefore a rehilively very 
large portion of tlieir assets is locked up in gilt-edge securiticss— a 
practice favoured so far by the attractive yield of (.Joveninient 
seciu-ities. (ii) Secondly, banks do not make it a practice of dis- 
counting their bills with the Imperial Bank of India, as this is 
considered to be a sign of weakness by the market, (iii) Joint- 
stock banks prefer taking loans from the Imperial Bank on 
Government securities to offering bills for rediscounting Iiecaiisc 
the latter is itself a competing commercial bank and no bank would 
like to give away the secrets of its bill portfolio to a rival bank. 
Moreover, since the Imperial Bank discounts only bills approvetl by 
it at its discretion and does not lay down any standards in this 
respect, the joint-stock banks cannot depend upon bills brought 
in by their customers, (iv) Another obstacle in tlie way of tlie 
development of a bill market in India is the defective grounditig 
of the bazaar hundi, which is not readily acceptable to banks, who 
are at present compelled to insist on the personal security of tin; 
endorsing shroff’, if he happens to be on the bank’s list of approved 
shroffs. It is not clear on the face of a bazaar hundi whether it is 
a pure finance bill or a genuine trade bill, since it is not always 
accompanied by documents like s.ale contracts, invoice.s, documents 
of title, etc., whereby the bill could be supported tind connected 
with a particular lot of goods or produce. Other dinicultles in the 
way of the free use of hundis are a baffling variety of vernaeiilars 
in which tlic hundis are drawn, diversity of customs regarding dii)’s 
of grace etc., widespread illiteracy of the masses, the heavy 
stamp duty onmudati hundis (usance bills), etc. (v) Another factor 
which prevents free development of the bill market in India is the 
system of cash credits wdiich is greatly in vogue iu inltind trtidc 
finance in India. It offers certain advantages both to the lender 
and the borrower. For instance, the borrower has to pay interest; 
on cash credit only to tlie extent that credits are u.sed, and the 
bank can withdraw credit in the event of deterioration of the 
borrower’s position. On the other hand there are certain advan- 
tages of bills, viz. liquidity to batiks and the borrower’.s certainty 
of a definite amount of credit during the period of currency, fi'hc 
use of bills may be expected to be more popular, provided the 
banks take the Initiative in the matter, 

* For a detailed discussion of this problem see C.B.K., chapter on The 
:Bnnking System and the Money . Market. 
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§28. Measures to promote a bill marlcet. — The Central Banking 
Jinquiry Committee have suggested various measures for the 
(l(‘vi 4 opmcnt of a bill market in India. {C.B.R., 593.) (i) The 
B.e.-,erve Bank of India .should be prepared to buj' or rediscount at 
its published rate — wliiph .should be the minimum rate, — first class 
trade Iiills and promissory notes arising' out of bona fide eommercial 
transactions and should 'at its discretion charge higher rates for 
demand loans agaimst authorized securities. The joint-stock banks 
need not look- upon the Rcsei've Bank as their rival tind may be 
expected to avail thcmselveV fully of the facilities of rediscounting 
commercial paper offered by it (see §49 below), (ii) The present 
high discounting charges should be reduced so as to facilitale use 
of bills, and a clearing housh for bills should be established in all 
provincial ctipitals in order to ^ecure charging one commission only. 

(iii) Warehouses should be esfeblished in variou?! ' parts of India to 
encourage the use of bills, as Ithis -would tend 'to replace the pure 
iinance (or accommodation) bills drawn by merchants and shroffs 
by documentary bills which woi’ild be readily discounted by banks. 

(iv) The jiresent high rate (i8i pies per,- cent) of stamp duty on 
usance bills — which militates against a gTeater use of bills — should 
be either tibolished or ;ipprcciab^’ retluced. Complete abolition of 
this duty was also strongly recommended by the Hilton-Young’ 
Commission, (v) The Post OfficAs should stock printed bill forms 
in English and vernaculars in payldlel. The noting of dishonour 
and protest by recognized associations of banks, shroff's and 
merchants should be validated to save inconvenience and trouble to 
the owner of the instrument. The customs governing hundis should 
be standardized with a view to promliting their circulation. Legisla- 
tion may be resorted to, if nccessaiw. (vi) Banks should take the 
initiative in creating bank' acceptahccs,’ which would be more 
readily negotiable than ordinary trade bills." (vii) A discount market 
should be established by the adoptioi of bill-broking- as an integral 
part of ilic indigenous bankers’ busi less and by the formation of 
discount houses under the. aegis of the Reserve Bank by these 
hankers and tlieir wealthy, depositors, (viii) Tlie u.se of bills should be 
extended in the following' directions : 1 a) Agricultural paper could be 
(.u'cated in respect of jidvances g-ranteJ to the ryots for the growing- 
of crops (though this may take .some lime to develop), (h) As regards 
the limince that is required after the crops have been gathered, 

, \ ■ / : ; ‘ 

' A lifinker’.s acceptance is a biH\\v.hi'di the hank, under a prior an-angement. 
with the purchaser of goods on credit, agrees to aceept, the bill being drawn 
by the .seller of goods. 

’ The establishment of the Reserve 'Bank should 'prove to he of great help 
in lirhiging into existence a system of bank acceptances in India. ■ 
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it is sug’S'ested that agriculturists may become members of co- 
operative godown societies aud obtain finance on agricnlUiral pioduce 
from these societies by allowing- the latter to draw a four months’ Isill 
upon themselves (owners of produce). Sucli bills may be discounted 
and rediscounted with the central co-operative and other bunks, 
(c) The drawing of usance bills should be encouraged for the financfr 
of village bankers by shroffs, who can g-et them discounted with the 
banks, (d) An extended use of bills in marketing linance could Ire 
brought about by establlsliing licensed warehouses for enabling the 
village traders to create a documented agricultural iinidati. himdi of 
six months’ usance, which may be accepted by a registered niahnjan. 
The bill so created could be discounted in the central money 
market, (e) The movement of goods from the port tovm to the 
interior should be financed by bills which should replace the pre.sent 
method of granting open account credit by commission agents to 
the merchants in the interior. (/) The use of bills could also bo 
extended in the financing of the foreig-n trade of Ihe coujUiv. 
Rupee import bills should Ire introduced in place of the prescnl 
•Sterling import bills, which cannot be dealt with by llte Indian 
money market. Bankers’ acceptances should be promolisl for linanc- 
ing the import trade. ‘ Importer.s should be allowed tn take delivery 
of goods on liundis instead of on trust receipts as at present. 

The establishment of a well-organized bill market is essenlial 
for making our credit structure more elastic and ellicient and to 
supply a correct ive to seasonal stringency. 'I'be experience in the 
United States shows that the founding of a central banking 
organization is followed by the development of a bill market. One 
may expect a similar happy result here now that the Reserve Bank 
is established and is authorized to purchase, sell and rediscount 
bills of exchange (including rupee import bills) and pnmii.ssory notes 
endorsed by a scheduled bank or a provincitil co-operative bank, 
and to issue notes against the cover of such eligible paper in the 
busy season. (See also §§49 and 52.) The marketing surveys, which 
at present are being conducted by central and provincial marketing 
officers under the supervision of Mr Lmngstone, the Marketing 
Adviser, may throw further light on the possibiiities of e.xtending 
the use of bills in India. 

§29. Methods of inland remittance.^— -In connexion with the 
movement of crops during the busy season, the question arises ;is 


C.B.Ii., pars. 595-603. 

“ .Seo Report of the Controller of Currency, lojo-i, 
lunients XX U and XXIM for Internal Remittance .Statistics 
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to Ilow tin; Irir^j'c i tmtls required at (ilR'crcnt times of the year in 
dilVereiit parts of the country are provided. Five main methods 
of inland remittance may be distingTii.shed : (i) Remittance by 

luinihs or cheques; (ii) transfers through the Imperial Bank; (iii) 
transfer.s thi'oug-h the Government Treasuries; (iv) transfers of 
rupees by rail or road; and (v) remittances througli the Post Oi'lice. 

(1) Hiiiidis oi- cheques. — We have already disiuissed the opera- 
tions of the shrolfs and their hundi business, and showed how 
hundis are tlrawn for remitting money from one centre to anothtu'. 

We have also referred to the growing popularity of cheques 
and the iiart played by the machinery of the clearing houses in 
facilitating payment by cheques. 

(ii) Tmnsfers through the Imperial Bank. — The obligation of 
the Imperial Bank under its agreement with the Government of 
India to give the public every facility for the transfer of money 
between its branches at reasonable rates is being- increasingly 
utilized by the ptilrlic. Most of the other joint-stock banks also 
issue banker’s drafts on payment of a small commission. The 
Gentral Banking- Enc|uiry Committee strongly recommend, that 
the cost of internal remittance in India should be reiluced as far 
as possible (par. 157). 

(iii) Transfers through Government Treasuries. — Though Govern- 
ment Treasuries are primarily maintained for administrative pur- 
poses, they usually .sell to the public ‘Supply Bills’ drawn upon 
other treasuries, provided the latter have sutlicient funds. If very 
large remittances are desired, ‘Currency Transfers’ may be i.ssued, 
which are payable out of the ‘Currency Chests’ in which the paper 
currency reserve is kept, while the ‘Supply Bill’ is payable out of 
the ordinary treasury bahinces. If an amount is taken from a 
currency chest, an equivalent transfer from the treasury balances 
to the Currency Chest is made at some other treasury.* A .small 
commission is chtirged for these transfers. In order to increase 
the utility of the supply bills, the existing minimum limits for their 

* ‘Itconomy of inotalHc currency is promoteil by the e.stabli.shnient of cur- 
rency chest.s, whicli contain a portion of the balance of the paper currency 
ro.'servf! and arc quite ilistinct from the treasury balances. They are requireci 
to he kept .sep.n-ately in. separate chests, and, their accounts are also outside 
the general trea.sury accounts. Into those currency, chests are deposited the 
district .surpluses when revenue is coming in and in. excess of the requirements 
of the di.strict trea.sury in question. For oli such deposits made by tlie district 
tretesury into its currency chest a corrc.sponding tran.sfcr in the opposite direction 
is made at provincial headquarters . from ■ the currency balance held at the 
Currency Office to the treasury balance kept with thtv head of the Imperial 
Bank of India.' — Wattai, op. citi, p. 220. This was the arrangement in force 
before the cstabli.shinent of the . Reserve Bank of India. 
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issue as well as the present charges may well be reduced. Where 
no adequate facilities for remittance are available, co-operative 
banks may be. encouraged in their work of inland exchange, ljusiness 
by restoring the facilities for free remittance tran.sfer. They may 
also he given facilities for g'etting funds by the .sale oi drafts on 
the apex bank at district and ialuka treasurie.s free of charge. It 
has already been stated that the Government have bound themselves 
not to issue currency transfers or supply bills to the public between 
any two places in which a local head office or a branch of tin' 
Imperial Bank is situated. It is important that b(.ith the Government 
and the Imperial Bank should take every practicable step to increase 
remittance facilities for the benefit of the various banking agencies 
and the public generally. 

(iv) Transfers by rail or road — -Though the actual transport of 
specie by rail or road is being gradually superseded bi’ the methods 
de.scribed above, considerable amounts of rupees are still sent by 
rail to cotton and jute areas to purchase the crops fj-om llu; cul- 
tivators and small merchants who insist on payment in silver coin. 
Even the ten-rupee note is of too high a denomination for ordinary 
purposes. As Stanley Jevons observes : ‘it is a feature of the pre- 
sent organization of internal payments in India that actual silver 
. coin is moved from place to place chiefly by raihi'ay to a far 
greater extent than in European countries. Coin very frequently has 
to be moved by the Government and also by banks. It so happens 
that the different harvests are ready to be moved at difl'erent times 
in different parts of India. The cotton crop is moved in Dccemlicr 
to April in western and northern India, the wheat crop in April, 
May and June in northern India, and the Burma rice crop 
in January to April, and the jute crop in August to Decem- 
ber.”- Silver coin is thus moved many hundreds of miles back- 
wards and forwards between different parts of India during the 
year. There is however, now a tendency to replace coin by notes, 
as shown by the return of rupee coin from circulation. 

{y) Postal remittances . — Remittances by postal money orders 
serve a useful purpose so far as small sums are concerned, but they 
are expensive when the amounts involved are large. A reduc- 
tion in the rates is therefore desirable. The Post Office has 
developed a system of setting payments in opposite directions 
against one another similar to that followed in Ihc case of chec|ues. 
Remittance in notes through the Post Office early established its 
popularity and incidentally led to the adoption of the circle system 
for the regulation of paper currency.^ 

^ Moneyj Banking and Exchange in India, pp. 98-9. 

‘Ante, ch.: vii, §839-40. . 
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All these methods help in increasing the fluidity of money and 
prevent the rates for it at different places from being" even more 
disparate than they actually are. 

S30. Utility of central banks. — The International Financial 
tJonleriaicc which met at Brussels in 1920 passed a resolution that 
‘in countries where there is no central bank of issue, one should be 
established'. Underlying" this resolution is the idea that there is 
,a close connexion between the maintenance of financial stability 
and a central banking organization. The advice ci"nbodied in this 
resolution has in the last few years been widely followed in European 
countries and the United States, till lately the home of decentralized 
banking.^ In India the opinion had been gaining" ground for a long" 
time that a centi"al bank was essential in the country for various 
reasons. By the force of circumstances tlie Government had come 
to take upon themselves important functions, such as note-issue, 
management of cash balances, regulation of foreign exchanges, etc., 
and it was felt that these functions were best performed by a 
central bank. Ag"ain, it was a gi'eat source of weakness that these 
functions should be divorced from banking proper. This divorce, 
led to the keeping of two distinct re.serves, namely. Government’s 
reserves and bankers’ reserves, with ill-defined relations between 
the two, and it made the monetary system highly inelastic. The 
absence of a central banking authority further led to a general 
lack of direction in the banking policy of the country. Though 
there was the ‘multiple reserve’ system in theory, that is to say, the 
varion.s banks kept their 0"wn reserves, in practice these, reserves 
were hardly adequate, and the danger was that in a crisis everyone 
would count upon everyone else. The bank failures of 1913-14 added 
to the strength of this argument. Other advantages of a central 
bank would be a moderation of the wide fluctuations of the bank 
rate and mitigation of its normal high level through an enlargement 
and co-ordination of the banking resources of the country. The 
central bank would also provide, adequate rediscount facilities, .so 
that tlie other banks would be in a position easily to liquefy their 
assets, a facility which would increase their credit. A central bank 
would further take over from Government officials the responsibility 
for a variety of financial and scmi-financiaT duties for the disciiarge 
of which they were ill equipped. The absence of expert advice and 
experience In India had resulted in the centre of power in financial 
matters being shifted to the India Office and the India Council, 
which, however, were not adequately in touch with conditions in 
India. The central bank would get over this difficulty by providing 


’ .Sue Kisdi .and Elkin, Central Banks, p. 2. 
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trained experience and advice on the spot, and it would also be 
useful as a bulYer between the Secretary of State and public crilicisin. 
'I'he introduction of a gold bullion standard in India would impose 
on the currency authority the oblig'ation to buy and sell gold al a 
fixed parity on demand: and to allow the free inflow and unlllow 
of gold. The unlimited obligation to provide gold (or gold 
exchange) at a fixed price requires that the currency authority should 
be in a position to check a drain on its gold reserves by raising 
its rate of di.scount. On the other hand, if gold is being imported, 
the currency authority will lower its discount rate. The manipula- 
tion of the di.scount rate so as to maintain currency stability is a 
function which falls peculiarly within the sphere of a central bank, 
wliich is further calculated to help a fuller, wider, and more effective 
use of the Government balances for commercial and industrial 
purposes. A central bank would also extend banking facilities by 
helping- the smaller banks and arranging for a continuous reduction 
of remittance charges from one part of the country to another, to 
the great benefit of the commercial community. Another tidvantage 
is that the central bank wouki be an instrument for the wider 
diffusion of sound and reliable banking practice. Lastly, the 
maintenance of the stability of the purchasing power of money is 
being increasingly recognized to be a world problem requiring the 
coroperation of the principal countries of the world. This co* 
operation would be best attained, if each country equipped itself 
with an efficient central bank.’- 

§31, History of the proposal. — The idea of a central bank for 
India is almost a century old.- As early as 1836, a large body of 
merchants interested in the East Indies submitted to the Court of 
Directors a project for a great banking establishment for British 
India and claimed the following advantages for the scheme: 
That it would (i) facilitate the use of English capital to finance 
English commerce; (ii) give stability to the monetary system of 
India; and (iii) be convenient to the East India Company in con- 
nexion with its -financial arrangements, especially the management 
of revenue receipts in India and the remittance of Home Charges. 
The basis of the Bank of Bengal, it was urged, was too narrow for 
such a customer as the Government. The definite establishment of 
the three Presidency Banks put an end to the idea of turning the 
Bank of Bengal into, a Bank of India. The scheme of constituting" 
an all-India bank by . the amalgamation of the Presidency Banks 

r Siju Kisch and; Elkin, op. cit., pp. 3-5. : 

“ For a detailed history of all the proposals for general or .state bank.s in 
India from 1773 on-wards,. ..see O. P. Gupta, Central Banking in India {1 :j- 
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came to the front for the first time in 1867, when it was proposed 
by jVlr DicJtSon, the Secretary and Treasurer of tiie Bank of Bengal 
No practical results, however, followed. In 1898 the idea of a 
central bank was considered in a half-hearted manner by the Fowler 
Committee. In igoo-i the question was taken up by Lord Curzon's 
Covernment, and although nothing came of it, the Government ile- 
claretl their faith in the desirability of creating a state bank by the 
combination of the Presidency Banks. In 1912-13 Sir Lionel Abraham 
of the India Office drew up a memorandum on the subject which was 
placed before the Chamberlain Commission. Mr J. M. Keynes, a 
member of the Commission, also prepared an elaborate scheme for 
a central bank in collaboration with another member. Sir Ernest 
Cable. The essential features of this scheme were later incorporated 
in the Imperial Bank Act of 1920. The outbreak of the M'ar led to- 
a postponement of the question till a more suitable opportunity 
offered Itself for its reconsideration. The amalgamation of the three 
Presidency Banks seemed to be the only practicable basis for the 
creation of a central bank. The vast extent of their business, their 
wide experience and established connexions, their long and constant 
association with the Government and the many uses to which they 
had been put by the Government, especially during the War, made 
it impossible to leave them out of any project for a central bank. On 
the part of the I’rcsidency Banks Lhemselve.s also there was now 
a greater willingness — not to say eagerness — than had been shown 
before, to fall in with the scheme of amalgamation, on account of 
the fear that, if they did not consent to the plan, pressure of public 
opinion was likely to force the Government to create a brand-new 
state bank on purely official lines, and to sever their connexion with 
the Preaiilency Banks. Accordingly the Imperial Bank Act was 
passed in September 1920 and came into effect from 27 January 
1921. 

1^32. Formation of the Imperial Bank. — As a basis for the 
amalgamation, the three Presidency Ranks were taken over by the 
Imperial Bank as ‘going concerns’ ivith all their assets and liabilities. 
Even all of the directors of the old Presidency Banks were continued 
as members of the local boards of the new bank. In fact the consti- 
tution of the local boards was exactly the same as that of the old 
Board.s of Directors. There was no provision fixing the location 
of the g-eneral head office. The Central Board was to meet at least 
once every year at every local, head office. The Legislature 
apparently adopted this plan rather than, undertake the delicate task 
of deciding between the claims of the three Pre.sidency towns. 

The Imperial Bank is thus a private corporation like the Bank 
of Kngiaud br the Bank of France, but it was until the recent 



(i935) cfstablishmcnt of the Reserve Bank of India, also a State 
]5ank in the restricted sense that it ivas specially created by a speeilie 
Act of the Indian Leg'islature and was assisletl, controlled and 
supervised by the Indian Government within <x;rtain limits. The 
chief diil’erence between the Imperial Bank and the Hanks ol 
England and France was in regard to its very limited functions as 
a State Bank. . 

Tlie capital and reserve of the new bank rv'as Rs. 15 crore.s 
as against Rs. 7 crores which was the capital of the old three 
Presidency Banks put togellier. Of these Rs. 15; crores, Rs. ii'25 
crores was authorized capital and Rs. 375 crores reserve fund. 
The authorized capital was divided into shares of Rs. 500 each, 
the shares being' those issued by the new bank. The shtireholders 
of tiic three Presidency Banks became automatically the shareholders 
of Ihc Imperial Bank, the shares of the latter being is.sued in 
exchange for the shares held in tlie former. An increase, in the 
capital of the bank was thought to be. desirable I'or greater safety 
and stability and in view of the more extensive business of the 
new bank. The increased capital was secured by issuing new 
shares, the existing shareholders being allowed the right to the 
allotment of two new shares for every one they held. 

§33. Constitution of the Imperial Bank. — The control of the 
Imperial Bank was entrusted to a Central Board of Governors with 
local boards at Calcutta, Bombay and Madra.s, and at such other 
places as the Central Board, with the previoms sanction of the 
Governor-General-in-Council, may determine. 

Under the Imperial Bank of India Act of 1920 (which was 
amended in 1934 in consequence of the enactment of the Reserve 
Bank of India Act) the Central Board of Governors consisted of 
(i) Alanaging Governors not exceeding' two in number, appointed 
by the Governor-General on the recommendation of the Central 
Board, to hold office during his pleasure; (ii) the Pre.sidents, Vice- 
Presidents and the Secretaries of local boards as representatives of 
the shareholders, (iii) the Controller of Currency or some other 
olHcer nominated by the Governor-General; (iv) and lastly, not more 
than four non-officials nominated by the Governor-General-in-Council 
to represent the interests of the general tax-payer and the public. 
The Controller of Currency and the Secretaries of the local boards 
were not entitled to vote. They were only sitting members. Tlie 
, Controller of Curi'ency was the representative of the Government 
and acted as the guardian of its interests. The Goveruor-General- 
in-Council was entitled to issue instructions to the bank in respect 
of any matter which in his opinion vitally affected the financial 
policy or the .safety of the Government balances. The duties of 


the Central Ihjfird were to deal with matters of general policy, to 
exercise gi-neral powers of control over the local boards, to deter- 
mine the distrilmtion of funds and the fixation of the bank rate, 
(which is now called the advance rate), and to be responsible for 
tlic weekly publication of the bank’s accounts. The local boards 
■on the otluir hand dealt with the ordinary day-to-day business in 
their respective territories. For the current general (central) 
luanag'cmcnt there was a smaller working body consisting of three 
members of (he Central Board, of whom one was the Controller of 
Currency. A, novel feature was that the bank was allowed by the 
Act to establish a London office. It was not, however, permitted 
to deal directly ^vith the public in foreign exchange, though it might 
transact business in London on behalf of the Indian Government 
including the Secretary of State, public bodies, other banks and 
the old customers of the Presidency Banks. 

§34. Functions of the Imperial Bank. — ^The Act of 1920 followed 
the old Pre.sidency Banks Act of 1876 in defining absolutely the 
i’lass of bu.siness In which the bank may engage, though the old 
restrictions were modified in some minor points, especially in regard 
to certain limited powers of access to the London money market 
and dealing in foreign exchange. 

The functions allowed to the bank were: (i) investments in 
certain specified -securities of the Government of India and United 
Kingdom, Port Trust Bonds, certain Municipal Corporation Bonds 
and those of State-aided railways and of District Boards; (ii) 
advancing money against any of the above securities; (iii) advancing 
money against accepted bills of exchange and promissory notes, 
against goods or documents of title thereto deposited with or 
assigned to the bank; (iv) drawing, accepting', discounting and 
selling bills of exchange and other negotiable securities payable in 
India or Ceylon; and, subject to the direction of the Governor- 
General-in-Council, the discounting, buying and selling of bills of 
exchang'-e payable outside India for, from or to such banks as 
may be approved. Tin; bank was allowed to draw bills of exchange 
<'iad grant letters of credit for the use of parties whose estates were 
being administered by the bank and also for private constituents 
or customers for bona fide personal needs; (v) borrowing funds in 
India and receiving deposits, receiving securities for safe custody 
atid collecting interest thereupon, buying and selling gold and silver, 
etc. ; (vi) the London office was allowed to borrow money in England 
for the purpose of the bank’s business upon the security of the 
bank’s assets, but was not to open cash credits, keep cash accounts 
or receive deposits in I.,ondon except from the former customers 
of the Presidency Banks. The Act provided for an agreement 
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between the bank and the Secretai'y of State tor Iniii!i. to last iur 
ten years, being terminable thereafter after one year's notice. 

^35. Functions as a public institution. — 'I’he I'uneiions of tlie 
Imperial Hank as a Government bank were as Jollow s : 

(i) The bank undertook all the general banking business of 
the Indian Government, and accepted payments and made disburse- 
ments for the Government. , It held all the Ireasuiy lialances at 
heaiiquartcrs and at its branches. (This involved the abolilion ol 
the Reserve Treasury Sy.stem.) (ii) The bank managed the public 
debt in return for a specified remuneration, (iii) The bank was 
refpiircd to undertake to open too new branches, of which the 
Government of India might determine the location of one in four. 
Before January 1921, when the Imperial Bank Act came into iorce, 
tlie Presidency Banks had between them 59 branches. To these 
102 new branches were added by 31 March 1926, making a total 
of 161 branches. Of the new branches, 36 are in phices where 
there was previously no other bank, while 61 tif th(! remaining 66 
were opened at places where there was a Government ti-easury. 
In all, 8cj of tlie new branches are at places n'here there i.s a 
Government treasury, (iv) 'I'lie bank was expected to give the 
public every facility for the transfer of money betu'cen its branches 
at reasonable rates approved by the Controller of Currency. The 
maximum rate for the transfer of amounts of Rs. 10,000 and over 
was fixed at; one anna per cent (instead of the usual :four annas 
per cent), but recently, in order to assist other banks and to 
encourage them to efl'cet their transfers tlirough the Imperitd Bank, 
the rate .for banks has been reduced to half an anna per cent. 
The Government were to cease remittance of funds for the public 
between any two places where the Imperial Bank carried on business, 
(v) The London office of the bank, which was started in January 
1921, took over a portion of the business of the Government of 
India which was previou.sly in the hands of the Bank of England, 
for example, the current account of the High Commissioner for 
India...','. 

§36. Business prohibited to the Bank, — (1) 'fhe restrictions as 
to dealing in foreign exchange and raising- funds in London in their 
relaxed and modified form have been already noted, (ii) Loans or 
advances upon mortgage or otherwise, upon the primary security 
of immovable property, or , the documents of title relating thereto, 
were expressly prohibited, but allowed against such a collateral 
(secondary) security if the main security was of the type noted (see 
§34(*))' ('*') Loans or advances could not be made on the security of 
its own stock or shares, (iv) The amount which might be advanced 
to any individual or partnership or firm by way of discount or on 
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any personal security was liaiitecl under by-laws sanctioned by the 
Government, (v) Loans or advances could not be granted for a 
longer period than six months, (vi) Discounts could not lie made, 
or advani;es on personal security given, unless such discounts or 
advances carried with them the several responsibilities of at, least 
two persons or firms unconnected ndth each other in general 
partnership. 

§37. Points of criticism against the Imperial Bank.— The 
Imperial Bank as constituted in 1921 was made the target of 
much adverse criticism. We shall here mention some of these points 
of criticism. Fir.st of all, it was objected that the Imperial Bank 
was not a genuine public corporation or a .State bank. It was a 
private concern and especially open to suspicion on account of the 
strong representation of European interests on it which, it was 
thought, might limit the utility of the bank to Indian commercial 
anti industrial interests. The Imperial Bank had merely perpetuated 
the old management, the old policies and the old traditions of the 
Presirlency Banks. English management might be unsympathetic 
and unable to understand the, needs of Indian merchants and 
industrialists. The agents at mofussil branches, being mostly non- 
Indians, might fail to understand the local needs of the people and 
no elToii be made to cultivate intimate and friendly relations with 
the shroITs. The bulk of the deposits collected by the branches of 
the bank were not invested locally but sent to headquarters. The 
Imperial Bank was further subjected to the criticism which had been 
raised against European-managed concerns in general, namely that 
they did not provide for the training of Indians.^ The scheme 
of Indian apprentices has not been worked so as to give full 
satisfaction. The bank has indccil made a beginning in filling 
responsible posts by Indians, but has not gone nearly as far as 
it might in this direction. 'Phe Imperial Bank has also been freely 
charged with discriminating against Indian linns and Indian insti- 
tutions anil with showing undue partiality to European firms and 
European institutions. The representations of Indian interests by 
the nomination on the Central Board of four non-official Indians 
under the Act of 1920 was not considered sufficient, and the public 
demand was tluit they should be elected by the Assembly. As the 
Imperial Bank is a private concern, the State was deprived of 
the profits which it would have derived if it had been a State 
bank. Nor was there any arrangement for a division of profits 
between the bank and the State. The prestige and the material 
as.sets of the bank, it was argued, depended to a large extent on 


* .See vol. I, ch. xUi, gtA, 
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its connexion with the State, which was thereiore entitled to a 
portion of the profits. The high dividends declared by the bank 
squared ill with the primary object for which the bank was consti- 
tuted, namely the promotion of national U'clfare, 'I'he Central 
Board has been found by experience to be too inactive and wanting 
in initiative. Moreover, it can at best only lay down a. policy, but: 
cannot see it carried out. It has degenerated into a mere board 
of trustees, each member of which is concerneil with watching the 
interest of his own ward or sphere. There is no action or united 
impulse to further general welfare on the p:irt of the. Board as a 
whole. The powers of the Board are negative in character and 
not .sufficient to evolve a continuous constructive programme of 
banking development. ^ 

The control of the State over the bank under the Act of igao 
U'as not as effective as it should have been, as the Controller of 
Currency was expected to interfere only when Government interests 
were at stake. The branch banking policy of the bank has not been 
very successful. Branches have some.tinics been established at places 
where there were already sufficient banking facilities, iind this has 
exposed existing banks to unfair competition at the hands of the 
Imperial Bank with its special privileges and its large command 
of Government funds. 

Another group of criticisms was on the .score of the excessively 
limited functions assigned to the bank and the consequent impair- 
ment of its utility. The bank had little re:d resemblance to the 
central banks of Europe in relation to the banking- and currency 
functions it perfoi-incd for the Government. In the case of the 
other banks, with the exception of the management of the State 
mint, everything else — for example, the management of the reserves. 
Government balances and note-issue, etc., is left to the central 
banks. But in the case of, the Imperial Bank, only the cash balances 
and the duties of a general banking nature were handed over to it. 
The paper ciii-rcncy, the gold standard reserve and the remittances 
to England to meet the Home Charges were still managed by the 
Government. Not having the power of note-issue, the Imperial 
Bank could not effectively control the money market through the 
bank rate, as do other great . central banks. 

The monopoly of the exchange banks and the Government in 
the field of foreign exchange under the Act of 1920 wa.s left 
practically intact. The fact that the exchange banks had 
prospered so well show's that the risky character of the business 
had been greatly exaggerated. Another restriction imposed on the 

cy and Exchange, pp> 193-5. 


Cf. K. C. Mahindra, /ndwH. Currenc 


BANKING AND CREDIT 


495 


Imperial Ilmik was that it coukl not borrow witliout security or 
iicce|)t deposits outside India. This was no more than a concession 
to the jcaloiusy of the exchange banks, which also explains 
the exclusion of the bank from foreign exchange business. Bor- 
rowing and receiving deposits abroad sometimes might be necessary 
to etist. the situation in the Indian money market. Lastly, the 
Imperiid Bank, though it wms intended to be a co-ordinating agency, 
was far from being a bankers’ bank in the strict sense of the. term, 
'i’he other banks did keep their reserves with it, but only to a very 
limittsd extent. The result was that the Indian money market 
remained practically as inorganic as it was before the Imperial Bank 
was brought into existence. 

§38. The Imperial Bank of India (Amendment) Act, 1034. — 
When on the recommendations of the Hilton-Young Commission, 
the Government of India introduced the Reserve. Bank Bill in the 
Legislative Assembly in January 1927, another bill to amend the 
Imperial Bank of India Act of 1930 was also simultaneously 
introduced with the objects of freeing the bank from the restrictions 
which on account of its hybrid nature were imposed upon it, and of 
modifying the control of the Government over its operations.’' It 
will thus lie seen that the Imperial Bank Amendment Bill was 
c.onseciuential on the Reserve Bank Bill, and as the latter had to 
be postponed sine die (see §45) the former could not be proceeded 
with, When, however, the third Reserve Bank Bill of 1933 was 
passed in 1934, the Imperial Bank of India Amendment Bill was 
also passed at the same time as the Imperial Bank of India Act 
(III of 1934) and received the assent of the Governor-General-iu- 
Council on 6 March 1934. The folloiving arc the main changes 
made by the amending Act : 

(i) Changes in the constitution of the hank.—The Central 
Board consists of the following directors : (a) Presidents and Vice- 
Presiclcnls of the Local Boards established by the Act; (b) One 
person elected from among themselves by the latter ; (c) A 

Managing Director to be appointed by the Central Board for five 
years, who may be continued by the Board for further periods 
not exceeding live years; (cZ) Such number of persons not exceeding 
two and not being officers of the Government as may be nominated 
by the Governor-Gencral-in-Council ; (e) A Deputy Managing 

Director to be appointed by the Central Board; (/) Secretaries of 
the Local Boards ; (g) Such number of persons to represent any 
Local Boards establi.shed hereafter under the Act as the Central 

' O, r. Gupta, Cimhal Banking in India [iJIS-iijsi), p- 77- The t]ui3Stion 
Avhy the Imperial Bank of India was not converted . into a central femb is 
discussed in §42 below. 



Board may prescribe. The Directors specified in («) and (/) are 
not entitled to vote at the meetings of the Central Board, d'lie 
Deputy Managing' Director is entitled to vote in the absence oi the 
Manag-ing Dii'ector. The fiovernor-General-in-Council is to nomi- 
nate an officer of the Government to attend meetings of the Centnil 
Board, who is not, however, entitled to vote. Under the new Act 
the Controller of Currency ceases to be an ox-officio member of the 
Board, and the number of persons nominated by the Governor- 
General is reduced to two. So also the Managing Director is to 
be directly appointed by the Board. Government control over the 
working of the bank is thus lessened. 

(ii) The Imperial Bank of India, which ceases to be banker to 
the Government (this po.sition is now occupied by the Reserve Bank), 
is authorized to enter into an agreement with the Reserve 
Bank of India to conduct Government business a.s the sole 
agent of the Reserve Bank. (This is more fully explained in )i55 
below.) 

(iii) The okl limitations imposed on the bu.sine.ss of the Londoit 
office of tlie bank have been removed. 'I'he bank is enulrled to 
establish branches or agencies in India and foreign countries. 

(iv) The Central Board Is authorized to establish Local Boards 
without the previous sanction of the Governor-General-in-Coundl. 
Similarly the bank is authorized to increase its capital without such 
sanction. The bank is now freed from the power of the Governor- 
General to issue instructions to it regarding matters affecting his 
financial policy or the safety of the Government balances. 

(v) Itemoval of some of the restrictions On the^ husiness trans- 
(icted hy the hank . — The principal changes are as follows: The 
bank is now authorized to buy bills of exchange payable out of 
India, to borrow money out of India and to transact foreign 
exchange buslnes.s. The period of aclvance.s and k^ans (as also of 
bills discounted) relating to the financing of seasonal agricultural 
operations is extended from six to nine months. The bank is 
authorized to acquire and hold and generally deal with, any right, 
title or interest in any property, moveable or immoveable, which 
may be the bank’s security for any loan or advance or may l)e 
connected with such security. The bank is further authorized to 
advance and lend money, and open cash credits on the security 
of shares of the Reserve Bank, debentures or other securitie.s for 
money issued under the authority of a municipal board or com- 
mittee, or with the sanction of the Governor-General-in-Goimcil, on 
the debentures or other securities for money issued under the 
authority of a Ruling Prince or Chief, or on debentures of com- 
panies with limited liability subject to directions issued by ihe 
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Central Board. The bank is empowcretl to make advances and 
open ca,sh credila against goods which are hypothecated to the 
l^ank as st;curity fur such advances, loans or credits, if so authorized 
by the directions of the Central Board. 

Some of the old restrictions [e.g. restrictions on land mortgage 
Inisiness, or on the period (with modifications already noticed) of 
tlni advances and loans, on the amount of the loans to individual 
borrowers, prohibition of loans on the security of the shares of the 
bank, etc. I still continue to operate. These are justified on the 
ground that the Imperial Bank has been given the privilege of 
Tieing- the sole agent of the Reserve Bank and will in that capacity 
conduct the Government’s treasuiy^ business, and hold Government 
balance, s. Hence the need for a special Act to regulate the working 
■■of the Imperial Bank of India.* 

§39. Recommendations of the Central Banking Committee 
regarding the Imperial Bank. — ^The Central Banking Enciuiry Com- 
mittee made the following recommendaLions regarding the extension 
of the scope of activities of the Imperial Bank (on the assumption 
that a separate Reserve Bank would he established) : (i) The indi- 
genous bankers should b(! utilized by the bunk as agents for 
collection of cheques and bills in the same manner as it use.s joint- 
stock and co-operative banks, (ii) It might discount bills of indi- 
genous bankers more freely than at present, (iii) The assistance 
rendered to co-operative banks in the matter of cash credits and 
overdrafts should be continued. (Iv) Remittance facilities to co- 
operative banks .should be granted on the same terms as for joint- 
stock banks, (v) It should continue to follow a liberal policy of 
gi-aiiting advances against agricultural produce in godowns. (vi) 
Within safe and proper limits the bank should extend the assistance 
at present given to industries, on the lines followed by joint-stock 
banks in Germany, (vii) Under certain conditions it should 
endea^'Our to take its proper place junong the banks financing the 
foreign trade of India." 

It remains to be seen how far the Imperial Bank, now that it 
is freed from some of the restrictions imposed by the old Act of 1920, 
extends its activities, especially in the direction of industrial finance 
and foreign exchang-e business. 

^40. Financial position of the Imperial Bank. — The following 
tables between them give an idea of the nature of the heritage 
into which the Imperial Bank of India has entered, and afford a 
synoptic view of its re.sources and functions.. 


n — 32 


‘ See 529. 
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(B) Statement of Affairs of the Imperial Bank of India on 
22 May 

(7k thousands) 



Ra. 

Rs. 

Liabilities Rs. j Rs. 

Investments ; — 

Government Securities . 
Other invest m e. n t .s 
authorized under the 
Imperial Bank of 

4i,u8,f)S 


Gapit.nl : — 

Authorized — 2,25,000 

shares of Rs. 500 

India Act, igao 

Advances ; — 

9,11 

41.37.79 

2,25,000 shares of Rs. 

500 each ... ... 11,25,00 

Called up — 75, 000 

Cash credits and over- 
drafts 

Bills discQtinted and 

18.3^52 


shares of Rs. 500 ’ 

c.nch, fully paid ... 3.75.°° j 

1,50,000 shares of | 

Rs. 500 each, Rs. 125 „ j . 

paid ... ... t,S7.So| 

Reserve Liability of 1 

sh.nroholders — Rs. i 

375 P'^r share on 

1,50,000 shares . ... 5.63, .50 

ptirchnscd 

Liiibility of constituents 
for .-leceptances per 

Dead .stock 

3.88,36 

35.76,46 

Sundries 

BtilHtin 

In Imnd and with die 
Reserve Bank of India 

1 

20,66,87 

“ 

Reserve fund ... ... 5i47.,5t> 

Fixed deposit, savings 
hank, current and 
other accounts ... 79,01,00- 

Loans against securities 

per contra ... ... 

.Acceptances for constitu- 

Balance, s \yilh other Banks 

IS.13 


.Sumlries ... ... 85,35 


Rs. 

90, ,96,35 

Rs. 90,96,35 


§41. The question of the Reserve Banlt. — ^We shall now discuss 
the question of the Reserve Bank which is proclaimed to be the 
crowninq- glory of the new currency and banking system in India. 
We have already indicated the main functions to be as.signed to 
the new bank, which i.s expected, among other thing-s, to be a 
bankers’ bank and to unify the control over the banking and 
currency reserves of the country. The Reserve Bank is calculated 
to help India ‘to move forward towards that financial and economic 
development with the granting of additional financial and banl<ing 
facilities for Indian agriculture, Indian commerce, and Indian 
indtrstry, which has been the theme of one Commission and Com- 
mittee after another. We shall see the development of a discount 
market and acceptance business,: of increased facilities for the 
marketing of produce and, in short, a gradual, mobilization of India’s 
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immense potential capital for the development of India’s own 
resources’. ‘ The o'encral case for a central baidc lias already lieeii 
stated. “ Such a bank had been widely desired in India, not only 
on account of the improvement in banking- and currency machinery 
which it promised, but also because ‘the growing- politiital conscious- 
ness of the country has led to the .search for all national emblems, 
amongst which a central State bank i.s one’.-'' 

§42. Case for a brand-new creation. — Tlie Imperial Hank was 
intended to serve as a State bank but we have already seen reasons 
for denying that it fdled this position satisfactorily. It jierlorn-ietl 
one or two functions of a true central bank, and there was 
much debate on the question whether it would not be desirable 
to turn it into a proper central bank; but the objections to this 
step were various and overwhelming. In the first place, the 
Imperial Hank is a private, corporation frankly out to earn money. 
The large number of branches whicii it had been compelletl to 
start had forced it to became a commereial l)ank. Commercial 
banking, however, was incompaliblc with the ]iositioii of a real 
central bank. It was also unl’air that the Imperial Bank, with the 
advantages even greater than under the Act of IQ20 which it. would 
enjoy as a central btink, by holding- the reserve.s of otlier banks 
and the balances of the Government, should be allowed to enter 
Into competition with other banks not endowed with these privileges. 
The functions of a true banker's bank are protective and n<it com- 
petitive. Moreover, a large number of branches is not a help but 
a positive impediment to a bank of issue, which wants branches 
only at a few important places. If the Imperitd Bank were to be 
converted into a central bank its charter would have to l.)e radically 
altered so as to deprive it of its functions as a commercial bank. 
The I-Iilton- Young- Commis.sion also argued that the Imperial Bank 
had been playing a very useful role in the credit organization of 
the country, especially since 1930, by establishing branches in various 
parts of the country, and that it would be unwise to check this 
useful career by restricting the functions of the bank to those of 
a central bank. On the contrary, it would be desirable to free 
the Imperial Bank altogether from the restrictions imposed upon it 
imder the Act of 1920— restrictions which clearly had their origin 
in the hybrid character of the. functions originally assigned to it. 
With the withdrawal of, its central banking functions it would be 
freer and more competent to perform its important task of spreading 
banking facilities in India. The Commission, therefore, favoured 

' Sir Basil Blackett’s speech introducing the first Reserve Bank Bill (loavl 
, “ See §30 -above.- ■ 

-’ P. Lovett, The Mirror of Investment, p. tg. 
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tluv establishment of a separate and entirely new central bank and 
proposed that the Imperial Bank should carry on important agency 
work for fho; Reserve Bank. This view was generally endorsed in 
the country. We have already stated that the Imperial Bank had 
not succeeded in winning popular e.stet;ni and had never been held 
to be i-emarkal)le for the broad national outlook essential for a 
central bank, and public opinion on the whole was strongly against 
its metamorphosis into a Reserve Bank. The Central B'anking 
Enquiry Ciunmittee also favoured the creation of an altogether new 
Reserve Bank. 

§43. The Hilton-Young Commission’s proposals. — The Hilton- 
Young ConunLs,sion proposed that "the Reserve Rank should be a 
private shareholder’s bank. The constitution which they .suggested 
for the Reserve Banlc was on the same lines as that of the Imperial 
Bank, and they considered that, having regard to the large area of 
the country and its diversity of local conditions, the system of 
local head offices in the. chief business centres, managed by local 
Ijoards elected by sbareboldcrs registered in the respective branch 
registers, would be the most appropriate. 'I'hc central us well as the 
local boards should bo independenl o)' the Government and free from 
all political pressure, and a predominant majority of their members 
should derive their mandate from the shareholders of the bank by 
election, only a small minority on tlie board being nominated by 
the Government. The presence of Government nominees is indeed 
necessary in ^dc\v of the Government’s experience in currency matters 
uiul the great importance of their banking and remittance business, 
To eliminate the danger of political pressure, however, the charter of 
the bank should direct that no person shall be appointed President, 
or Vice-President of a local board, or shall be nominated a member 
of the central board if he is a member of the Governor-General’s 
Council, the Council of State, the Legislative Assembly, or any 
of the Provincial Executive or Legislative Councils. 

Detailed recommendations were made about the note-issue, com- 
position and location of reserves, etc., some of which have already 
lieen mentioned. ^ So far as the gold and gold security reserve 
against notes was concerned, the Commission rejected the model 
set up by the Engli.sh Bank Charter Act of 1844 as too rigid for 
Indian conditions in view of the poor development of the cheque 
currency. They recommended the Proportional Reserve sy.stem, 
under which the notes in active circulation are secured by a 
minimum percentage of gold or gold securities laid down by statute, 
which may be transgressed for a temporary period, on the payment 
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■of a tax on the deficiency, and with the consent of the Cioverninenl. 
The proportional system permits of a far wider expansion mnl 
•contraction of tlie circulation than the fixed fiduciary i e.s(-rve .syslein. 
There is no fjreater scope for inflation under this system tluin 
under the Itng-lish system. For under the latter system also, undue 
expansion of credit can take place throu^'h the. inflation of the cheque 
currency. Both systems, in fact, require prudence in the manas^t^- 
ment of currency and credit'. 

§44. State bank vs. shareholder’s banU. — In January 1927, 
the Government introduced a Bill (the first Reserve Bank Bill) Iramed 
on these lines proposing a shareholderks bank with a, commercial 
directorate, and a new agreement wltli the Imperial Bank freeing 
it from some of its old restrictions. The Bill was referred to a 
Select Committee in which a sharp dilferenc.e of opinion showeil 
itself on the fundamental point as to whether the Reserve Rank 
should be a State bank or a shareholder's bank and as to tlie 
constitution of the central board. So far as it: Is a mailer of 
principle, the widely accepted view is that a shareholder’s bank is 
preferable, and that a central bank should he regardetl more a.s a 
large public tru.st than a department of Statc.^ It is true that Slate 
control is necessary to some extent because the State lias its own 
interests to protect, and, moreover, must be in a position to prevent 
the bank from degenerating into a purely dividend-hunting concern 
and ceasing to be a true national institution. However, it is better 
if possible to start by making the bank an independent organization, 
keeping for the State such specific and limited power.s as may be 
essential, rather than establish a State bank and then tlevi.se 
machinery to make the bank siifliciently independent of the Govern- 
ment. The very fact of State ownership all'ords faeik' pretexts for 
undue interference on the part of the Governnumt. With reference 
tn the proposal that members of the Legislature in India should select 
some members of the directorate of the Rc.serve Bank tuul shouUl 
themselves be eligible for becoming directors, it wa.s objected that 
this would mean the introduction of ‘political pressure in its least 
desirable form— in a party form as well as personal form. For 
the panel which is to be put forward by the vYssembly, . . . would 
naturally include men chiefly from the dominating party of the 
day’; and ‘through personal and direct action of the party members 
thus sent on to the Board of Directors, the eddies of iiolitical 
:feeling and antagonism would act directly on the policy of the. 
bank’. Such a system would also impo.se additional heavy work 
on the Legislature, .. which- is already burdened with more worlr than 
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it can cope with. ^ The fear of the predominance of large capitalists, 
especially foreign capitalists, it was pointed out, could be met by 
the allocation of the bank’s shares by preference to small subscribers 
and to ])ei-sons of Indian domicile. Another objection to a State 
hank is that it would tend to be an elTete institution excessively 
ilepcndciit on a lead from the Government in everything. 

'file Majority of the Select Committee, however, objected to a 
shareholder’s bank tin the following grounds : that a Reserve 
Bank in charge of currency and credit ought in the fitness of things 
to be made responsible to the Legislature; that only a State bank 
would in.spire confidence among- the people in India; that a Reserve 
Bank does not require much capital and therefore there is no neces- 
sity of a body of shareholders. The Select Committee attached 
much importance to the argument referred to above, namely that 
a shareholder’s bank is likely to involve domination of the bank 
by large capitalists in the big cities. 

Regarding the composition of the directorate, the Majority pro- 
posed that there should lie a board consisting of fifteen governors 
and one olficer, with a majority of Indian elected members including 
three memliers elected by the elected members of the Central 
Legislature, and another three similarly elected to represent agri- 
culture by the Provincial Legislatures. The two directors to be 
appointed by the Governor-Generul-in-Council must be Indians as 
also the Governor and the Dcput}'-Govcrnor of the liank. Two 
directors were to be elected by the Associated Chambers of Com- 
merce, and two by the Federation of the Indian Chambers; one 
director was to be elected by the provincial co-operative banks. 
The officer of the Government was to he appointed by the Governor- 
General-in-Council and was not to be entitled to vote. 

§45. Pate of the first and second Reserve Bank Bills. — The 
Bill, a.s amended by the Select Committee, was taken up by the 
Assembly in the .Simla .ses.sion in Augii.st iqay. The scheme of the 
Slate hank was incorporated in the Bill, but agreement could not be 
readied on the question of the directorate. The Government were 
defeated on their ]iroposal to disqualify a member of the Legislature 
from being a director of the bank and the House was strongly 
against the jiroposal of the Government to delete the recommenda- 
tion of the Select Committee that the Governor and the Deputy- 
(iovernor must be Indians. Sir Basil Blackett accepted in principle 
tile .State bank .scheme and the amendment of Mr S. Iyengar that 
the six directors, instead of being elected by the Legislatures, should 
be elected by certain electoral colleges and that there should be an 


* .See J. C. Coyajee, the Reserve Rank of India, p. 18. 
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Indian majority on ttie board. Complete agreement not having- been 
reached, Sir Ba.sil broug-ht forward a fresh scheme whi<di aiipearoid 
to liave a fair chance of passing in the Assembly. .But the J:''inance 
Member sprang a surprise on the Assembly by announcing in 
September that the Governuieiit did not reish to procevi] with tJu^ Bill 
during the session as there was no agreement on the c|ueslion of the 
directorate. This aroused considerable criticism and it was alieget! 
that the Government of India were acting under instructions .from 
the Secretary of State, who apparently objected to the drastic 
clianges in the original scheme. 

After conferring with the Secretary of State, the Government of 
India decided to drop the old Bill and publislied a netv Bill (the 
second Reserve Bank Bill) in January 1928, prior to its introduction 
in the Assembly. The new Bill abandoned the State bank idea 
and reverted to the shareholder’s bank. It provi<led for a broarl- 
basecl di.stribiition of the share capital by the issue of .shares of 
one hundred rupees each ; limitation of the amount to be subserilred ; 
allotment of specified shares to Bomlray ; branches at Calcutta, 
Madras, Rangoon and Delhi; adoption of certain qualifications for 
shareholders so as to ensure a predominant share of the capital 
going to pei'.sons and companie.s domiciled in Intlia or registered 
by Acts of Parliament; and scheduled banka which were to be 
required to maintain certain minimum reserves with tiie bank. 
Members of the Legislatures were to be prohiltited from being 
director-s. 

The new Bill was ill-fated, and spectacular developments fol- 
lowed when in the Delhi session of the Assembly (1928), the Presi- 
dent refused to call upon the Finance Member to move his Bill 
on the ground that he could not do .so under rules of parliamentary 
procedure until the old Bill wa.s formally withdrawn or had hipsed. 
The Government thereupon decided to prr)ceed with the old Bill, the 
consideration of whicli they had abruptly postponed in Soptember 
1927. With this decision, all the old troubles revived and the 
opposition was too strong for the Government to be able to pu.sh 
through their proposals regarding the constitution of the hoard. 
They therefore annoiinccdj on 10 February 1928, that they had no 
intention of proceeding with the Bill in view of the temper displayed 
by the House, . which seemed to preclude any sort of a workable 
compromise. The Reserve Bank and the financial independence it 
wa.s going to bring were thus postponed sine die. 

§46. Subsequent developments regarding Reserve Bank legis- 
lation.— It appeared at one time as if the project would be .suJTered 
to lapse altogether. But it was prevented from meeting thl.s fate, 
thanks to the strong emphasis laid on the early establishment of 
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a Res(:;rvo Bank by the Central Banking- Enquiry CoiTin)it:tec in its 
Report published in 1931, and to the new importance with which 
this question came to be invested in consequence of the reconi- 
mendation of the Federal Structure Sub-committee of the First 
Round 'i'altle Conference to the effect that early efforts should be 
made to establish, on sure foundations and free from anj' political 
influence, a Reserve Bank with a view to ensuring confidence in 
the tnanageincnt of Indian credit and currency. The White Paper 
on the Indian Reforms, published early in 1933, made it a condition 
that a Reserve Bank, free from political influence, should be set up 
by Indian legislation before introducing responsibility at the Centre 
as regards finance. The proposal was once again scrutinized by 
the London Committee on Reserve Bank Legislation in July 1933- 
In the meantime, certain conditions (viz. a stable budgetary position, 
reduction in the size of short-term debt in London and India, 
accumulation of adequate resei-ves and i:estoration of India’s normal 
export balance) laid down by the Financial Safeguards Committee 
of the Third Round Table Conference in its Report of December 

1932, came to be .substantially fulfilled, barring perhaps the last 
condition, n-hicli has so far been only partially fulfilled. The LondfUi 
Committee submitted its Report in August 1933, and the Reserve 
Bank of India Bill — the third of its kind — drafted in accordance 
with its recommendations, was introduced in the. Assembly (by 
Sir fieorge Schuster), and in the Council of State on 8 September 

1933. The Bill, as amended by the Joint Select Committee of 

the two blouses, was presented to the Assembly on 13 November 
and was passed by it on 22 December 1933. The Council 

of State also blessed it in February 1934 and the Bill became 

law on receiving the assent of the Governor-General on March 
6, thus succc.ssfully negotiating tlie many difficult hurdles in its- 
way.' 

§47. The Reserve Bank of India Act ( 1934 ). — It will be readily 
admitted that the Reserve Bank of India Act is the most com- 
prehensive and important piece of banking legislation so far placed 
upon the statute book in India. The preamble to the Act stales 
that it is expedient to start a Reserve Bank for India to regulate 
the issue of bank notes and the keeping of reserves with a view 
to securing monetary stability in British. India and generally to- 

operate the currency and credit .system of the country to its 

advantage. Wc shall now proceed to review the main provisions 

1 Fur aiv intia-esting actount of the Reserve Bank legislation the reader 
is referred to an article in the Economic Journal (June 1934), by G. Findlay 
^Shirras.'.'. 
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of the Reserve Bank of India Act relating- to the constitution and 
functions of the BankA 

§48. Constitution of the Reserve Bank. — (i) The bank is a 
shareholders’ hank. The orig-inal, capital is Rs. 5 crorcs divided 
into shares of one hundred rupees each, fully paid up. Separate 
registers of shareholders are to be maintained at Bonibat', Calcutta, 
Delhi, Madras and Rangoon. The nominal value of the shares 
originally assigned to the. various registers is Rs. 140 lakhs to 
Bombay, 145 lakhs to Calcutta, 115 lakhs to .Delhi, 70 lakhs to 
Madras and 30 lakhs to Rangoon. A shareholder must be domiciled 
in India and either an Indian subject of His Majesty or a subject of 
an Indian State, or a British subject ordinarily resident in India, or 
companies and co-operative societies registered in India, or scheduled 
banks. Each shareholder has one vole for every fu-e shares subject 
to a niaximum of 10 votes. ^ Shares of the value of Rs. 2,20,000 
are. to be held by the Government for disposal at par to the Directors 
to obtain the minimum share qualification. 

(ii) Offices, Iminchcs and atrencies. — ^'I'lio bank has to (;stablish 
offices in Bombay, Calcutta, Delhi, Madras and Rangoon and a 
branch in London, and may establish brcinchcs or agencies in any 
other place in India and, rvith the consent of the Governor-General- 
in-CoLincil, elsewhere. 

(iii) Management. — -The general superintendence and direction of 
the bank is entrusted to a Central Board of Directors which con- 
sists of 16 members as follows : (1/) A Governor and two Deputy 
Governors to be appointed by the Governor-General-in-Council after 
considering the recommendations of the Central Board; (h) four 
Directors to be nominated by the Gove.rnor-General-in-Council ; (c) 
eight Directors to be elected on behalf of the shareholder.s on the 
various registers, two each for Bombay, Calcuita, Delhi and one 
each for Madras and Rangoon ; (d) one Government official to he 
nominated by the Governor-Gcn'eral-in-Coimcll. This official, as also 
the Deputy Governor, are not entitled to vote. The purpose, of 
employing the Govcrnor-General-in-Gouncil to nominate four Directors 
is to redress tleficiencies, if any, regarding the reprcsenlalion of 
some important elements in the economic life of the; country, such 
as agricultural interests. A. Local Board for each of the five, areas 
consists of (a) live members elected by shareholders ; (h) not more 
than three nominated by the Central Board with a view to securing 
tile represeiitatioh of territorial or, economic 'interests not already 

V .For a vory interesting and in.structive commentary on tlu. various cl.'iuses 
of the Reserve Bank of India Act see A. Ramaiya, The Ih'wvc Bank of India 
. Act. ' ‘ '' 

, = The procedure adopted in allotting shares is explained in §f)r belciw. 
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represented, particularly agricultural interests. The elected members 
of the Local Board have to elect from among themselves one or two 
persons, as the case may be, to be Directors representing the 
sliarelioklers on the register for the area for which the Board is 
constituted. The Local Board has to advise the Central Board on 
such matters as may be generally or specifically referred to it and 
ha.s to perform .such duties as the Central Board )w regulations 
delegate to it. Tlie Local Boards are thus mainly advisory in their 
nature. No Director and no member of a Local Board can' also be 
a member of the Indian Legislature or of a local Legislature. 
If; will he recalled that the first Reserve Bank Bill came to grief on 
this issue. No salaried Government official nor an employee of 
any bank nor a director of any bank other than a co-operative bank 
may be a Director or a member of a Local Board. 

§49. Business which the bank may transact. — (i) The bank 
may accept deposits without interest, from the Government, local 
authorities, hanks and any other person. This provision is intended 
to prevent the Reserve Bank from competing with other banks 
and is in accordance with central hanking practice elsewhere; (il) 
the purchase, sale and rediscount of bills of exchange and promissory 
notes, arising out of bona fide commercial t ransactions, bctiring two 
or more good signatures, one of wliicb must be tliat of a scheduled 
liank, and maturing within 90 dtiys from the date of such purchase 
or rediscount, exclusive of days of grace. In the case of 
agricultural bills drawn or issued for financing seasonal agricultural 
operations or the marketing of crops, the period allowed is nine 
months, and one of the two signatures has to be that of a scheduled 
or a provincial co-operative bank. Bills maturing within 90 clays 
since date of purchase, bearing the signature of a scheduled bank, 
may also be purchased, sold or rediscounted if they arc issued or 
drawn for holding- or trading in Government securities; (iii) purchase 
from and .sale to scheduled banks of sterling in amounts of not 
less than the ecjuivalont of one lakh of rupees ; (iv) purchase, sale 
and rediscount of bills of exchange drawn in or on any place in the 
United Kingdom provided such business is transacted with scheduled 
lianks. The, bank may keep balances with banks in the United 
Kingdom; (v) it may make Joan.s and advances to State.s in India, 
local authorities, scliedulod banks, or provincial co-operative banks 
repayable eitlier on demand or on the expiry of fixed periocl.s not 
exceeding: 90 days, against trustee securities, gold or silver, eligible 
paper, jjromissory notes of scheduled or co-operative banks supported 
by documents of titles to goods ; (vi) the bank may make ways- 
and-means advances to the Governor-General-in-Gouncil or Local 
Governments repayable within 90 days; (vii) purchase and sale of 
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securities of the Government of India and the Uniteil Kins-doni. 
•sulrjecL to certain maxima; (viii) the bank may act as a^ent to the 
Secretary of State or the Governor-(rencral-in-t'oimcil, (ir Local 
Governments, or local authorities fn the matter of purchase and sale 
of gold or silver, management of public delit, etc.; (ix) it m;iy ttlso 
make an agency agreement with oentral banks in other eonnlj-ies; 
(x) Uie bank is aulhori^'ed to borrow money for a pi-riial not ex('ee<l- 
ing one month from scheduled banks or other central lianks; (xi) the 
bank is autliorized to issue bank notes subject to conditions men- 
tioned later; (xii) it may generally transact all business incidental to 
or consequential upon the exercise of its powers and duties; (xiii) it 
should be noted that the bank is authorized to purchase, sell and 
rediscf)unt bills of exchange drawn on and payable in India in 
order to enable the bank to discount rupee import bills in the event 
of such bills coming into existence in the future, as contemplated 
by the Central Banking Enquiry Committee; (xiv) the bank is also 
authorized to conduct what are known as open-market operations, 
which have now become an integral part of central banking practice, 
elsewhere. When, therefore, in the opinion of the Central Botird 
it is necessary to regulate credit in the interests of Indian trade, 
commerce, industry and agriculture, the bank may purchase, sell, 
or discount clig'ible paper (bills of exchange and pi'omissory not<!s) 
directly in the open market (without the signature of a scljcdulcd 
or a co-operative bank) or it may make, loans or atlvaiices, or 
purchase or sell sterling. The Committee, of the Board or the 
Governor, to whom sucli authority may be delegated, can exorcise 
such authority only on special occasions (not necessarily amounting' 
to an emergency) and subject to prior consultation with the Central 
Board except in cases of special urgency. In every case the C'entral 
Board must be informed about the action so taken. 

§50. .Business which the bank may not transact.— --'riie banlc 
is proiiibited from (i) engaging in trade or having a direct interest 
in any commercial or industrial undertaking (except by way of 
satisfaction of its claims) ; (ii) from purchasing its own shares, or 
the .shares of any other bank, or any company or from granting 
loans on such security; (ill) from advancing money on immovable 
property or from owning such property (e.xcept for its own business 
premises, etc.); (iv) from allowing interest on deposits, and (v) from 
drawing or accepting bills . payable otherwise than on demand. 
These prohibitions follow central banking legislation edsewhere and 
are inteiuled to ensure the highe.st degree of liquidity of the assets 
of the Reserve Bank. 

§51. Central banking functions.— The third chapter of the 
Reserve Bank Act deals with central banking functions. 
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Tn till', first place, the bank has the obligation to transact (Govern- 
ment business, viz. to receive moneys and to make payments, to 
(■airy out their extdiange, remittance and other banking operationsv 
including the manag-ement of public debt. These services are not 
to be rendered freely, but on terms embodied in agreements. The 
bank has ihc right to transact Government (Central and Provincial'l 
Inisiness in India and is entitled to receive their cash balances for 
deposit free of interest (except v'here the bank has no branches 
or a.gencies). The bank must also be entrusted with the issue of 
new loans.' 

S52. Issue of bank notes. — In the second place, the bank has 
the sole right of issuing bank notes in British India (and, for a 
period, currency notes of the Government of India supplied to it 
by the Govcnior-General-in-Council). The latter shall not issue any 
currency notes after this chapter comes into force. The Issue 
Department is separated from the Banking Department on the model 
of the Bank <')f England, although the Indian Act prescribes the 
proportional method of holding- reserves and not the English 
method of a fixed amount of fiduciary issue. The asset.s and liabili- 
ties of the Issue Department are to be kept distinct from those of 
the Ranking Department. This arrangementi while it has the merit 
of presenting the accounts in the simplest possible form and of 
Inspiring greater confidence in the note issue, has the defect of not 
showing- the bank’s liabilities as one comprehensive whole. The 
denominations of notes shall be 5, 10, 50, too, 1,000 and 10,000 
rupees unles.s otherwise directed by the Govornor-Gencral-in-Council 
on the recommendations of the Central Board. (Thus one-rupee 
notes may be issued later.) The bank notes are legal tender 
and shall be guaranteed by the Governor-Gencral-in-Council in order 
to promote greater confidence in the note issue, as recommended 
by the Hilton-Young Commission. The assets of the Issue 
Department shall consist of not less than two-fifths of gold coin, 
gold bullion, or sterling securities, provided that the amount of 
gold shall not be less than Rs. 40 crores in value. Of the gold coin 
and gold bullion, not less than ly/aoths shall be held in British 
India. The r(Mnaining three-fifths may be held in rupee coin, 
Government of India rupee securities of any maturity, ' and such bills 
of exchange and promissory notes payable in British India as arc 
eligible for purchase by the bank, provided that the rupee securities 
shall not exceed one-fourth of the total amount of the assets or Rs. 50 
crores, whichever amount is greater, or with the previous consent 
of the, Governor-General-in-Council, such amount plus a sum of 
Rs. 10 crores.; Gold is to be valued at its par value, i.e, 8-47512 
grains of fine gold per rupee, rupee coin at its face value, and 



securities at market rate. Sterling- securities arc dcrmeci as balance's 
at the credit of the Issue Department of the Bank of Englaml, 
bills of exchange di'a\vn on and payable in the United Kingdom 
within 90 . days, and Government securities of the United Kingdom 
maturing within live years (the period may bt; cxi'ceded for two 
years after the Act comes into force). It is als() kiid down tliat on 
the date of the transfer of note issue to the bank l)y tlv Govcrnnu'iit 
of India, and of the transfer of the Gold Stand, -ird and Paper 
Currency Reserves, the gold coin and bullion and sterling securities 
shall not be less than one-half of the whole amount transferred and 
the amount of the rupee coin shall not exceed Rs. 50 crores, .my 
surplus over this amount being held by the Government in a sepa- 
rate account. Arrangements are made by vvhich the bank and the 
Government can keep the rupee coin held in the assets at Rs. 50 
crores or one-sixth of tlie total assets, whichewer is greater. 

As in the case of the Federal Reserve and other central banks; 
of the world following the proportional reserve system, the bank 
is authorized, with the previous sanction of the Governor-General-in- 
Council, for periods not exceeding thirty days in the fir.si: inslanre, 
which may, with like sanction, be extended from time to time. l.)y- 
periods not exceeding 15 clays, to hold as assets gold coin, gold 
bullion or sterling of less than two-fifths of the total assets, 'I'hc 
bank is required to pay a t.ax on the deficiency during the period 
of sti.spcnsion of assets requirements, at bank rate witli an addition 
of i per cent per annum when such holding exceeds 32'J per cent 
of the total assets, and of a further i-J- per coal in respect of every 
further decrease of si per cent or part of such decrea.se, provided 
that the tax shall not in any event be payable at a rate le.ss than 
6 per cent per annum. The bank is placed under the obligation 
to supply different forms of currency. Thu.s it is required to i.ssue 
rupee coin on demand in exchange for bank notes and currency 
notes of the Government of India, and shall issue c;urrcucy notes 
or bank notes in exchange for coin which is legal tender. It must 
(Convert notes of five rupees or upwards into notes of lower value 
or other coins which are legal tender in such quantities a.s may 
in the opinion of the hank be required for circulation. The Govenior- 
Gcncral-in-Council shall supply such coins to the bank on demand. 
Thus in view of the special conditions in India, bank notes have- 
been allowed to retain the same unlimited convertibility into silver 
rupees which Is .a privilege enjoyed by the existing Government 
currency notes. 

§53. Exchange obligations of the Reserve Bank. — The third 
central banking function relates to the obligation imposed upon the 
bank to sell sterling and buy sterling with a view to malnlaining 
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stLibility uf t]ic exchaiig-t; value of the rupee with sterling- (pro- 
visionally at IS. ChL, pending- decision on the best suited monetary 
standard for India when the international situation has become 
stable enough to frame permanent measures). We have already 
dealt with the oblig-ations imposed on the bank by. the.se ‘Ratio 
clauses’. (See ch. viii, §33). The Reserve Rank Act thus aims 
at, establishing- the sterling- exchange standard for the time being. 

§34. Scheduled banks. — In the fourth place, every bank 
included in the second schedule^ is required to maintain with the 
Reserve .Bank a balance the amount of which shall not be less than 
5 per cent of its demand liabilities and 2 per cent of its time liabilities 
in India at the close of business on any day. This provision 
follows in principle §19 of the Federal Reserve Act of the U.S.A. 
and is intended primarily to enable the Ileserve Bank of India to 
centralize the banking- reserves of the country so to be able to 
regulate and control the credit position in the country by controlling 
ihc total volume of bank money created by member banks. It 
also serves incidentally to make a partial provision for the liquidity 
and safety of the deposits of member banks who are also expected 
to keep in addition sufficient till money. ^ Each scheduled bank 
must also send a weekly return both to the Reserve Bank and the 
Govcrnor-Gencral-in-Council showing its demand and time liabilities 
in India, Ihe total amount of Govcrnmenl of India and bank notes 
held in India, Ihe amounts held in rupee coin and subsidiary 
coin, the amount of advances made and bills discounted in India, 
and the balances held a1: the Reserve Rank. The following is a 
consolidated statement of the position of the .scheduled banks 
published by the Reserve Bank of India as at the clo.se of business 
on 22 Maj' 1936. 


Scheduled Banks’ Position 

(i) Demand Liabilities in India ... 

(ii) Time Liabilities in India ... 

(iii) Gash in. Indian — 

(a) Notes ... . ... ' ... 

(h) Rupees . ... . . 

(c) Subsidiary Coin ... ••• 


Rs. • 

122,34,58,000 
.... 101,76,80,000 

, 4,99,18,000 

49j95..ooo 


’■ Thoi-c m-e s« .such .schcduletl b.inks at present.. The Govcrnot-Genci-al-in- , 
Cc.uiu-il .shall by notific.atiun in the Gazelle of Iitdia direct the inclusion in this 
.schedule of any .additional bank! cai-i-ying ori the business' of banking in British 
India and having a paid-up enpitid and .reserves of not less- than Rs. 5 kakhs, 
or the exclusion of! any scheduled bfink.^if.! Ss cupital and reserves'; fall below, 
ks. i; lakhs or it goes into lH)uidation. . , : , 

“ See Kamaiya, op. cit., pp, 119-21. 
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(iv) Balances with Resen^c Bank in India ... 32,00,81,00!) 

(v) Advances in India ... ... ••• yi ,55' ^ 

(vi) Bills discounted in India ... ... 5,84,00,000 

This power of the bank to call for infonnalion is intended to i.;n'e 
it efficient control of the credit system. Such returns may also 
lie calkal for from provincial co-operative banks .wliieh have trans- 
actions with the Reserve Bank, although they arc not compelled 
to keep any portion of their cash with the Reserve Bank. 'I'hi; 
indigenous bankers, as previously pointed out, are mit yet listed 
as scheduled bankers. The Reserve Bank Act, however, makes it 
obligatory for the bank to make a report, at the earliest possible 
date and in any case within three years, regarding- the extension 
of the provisions relating to scheduled banks to persons and firms 
engaged in the business of banking. 

§55, The Reserve Bank and the Imperial Bank. — 'I'he Reserve 
Bank has to enter into an agremnent with the Imperial Bank of 
India, subject to the approval of the Governor-Gene.ral-in-t'ouncil, 
for a period of fifteen years. It will remain in force thereafter 
until terminated after five years’ notice on either side, provided 
the Imperial Bank maintains a sound financial position. I'mler 
the agreement, the Imperial Bank is to lie the sole agent of the 
Reserve Bank at all places in British India where there is a branch 
of the Imperial Bank of India in existence at the time the Reserve 
Bank Act comes into operation and where tliere is no branch of 
the Banking Department of the Reserve Bank. 'I'he latter is to 
pay the Imperial Bank for the first ten years a commission on 
the total of receipts and di.sbursements dealt with annually by the 
Imperial Bank on account of the Government. Later, the scale of 
commission will be revised. In consideration of the Imperial Bank 
of India maintaining the exi.sting number of its liranches, the 
Reserve Bank will pay to the former annually for the first five 
years Rs. g lakhs, for the next five years Rs. 6 laklis, and for the 
next five years Rs. 4 lakhs. The Imperial Bank cannot open any 
branch in substitulion for a branch existing at the time this agree- 
ment come,s into force, without the approval of the Reserve 
Bank. : ^ ■ 

§56. The Re.serve Fund. — A Re.serve Fund is to be created by 
the transfer to, the bank of rupee .securities of the value, of Rs, 5 
crores by the Governor-General-in-Couneil. ('i'his has already 
been done.’) The maintenance of an adequate Resen-e. Fund i.s 
essential for covering depreciation in the value of assets of llie 
Reserv’c Bank and promoting general confidence in (he solidity 
of the banking system. After the payment out of the net annual 
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jn-oRls (aftor allowing for bad and doubtful debts, dcprcrialion in 
assets, etc.) of a cumulative dividend at such rate — not exceeding 
5 per cent‘ per annum— on the share capital as the Govcrnor-General- 
in-(:iouncil shall fix at the lime of the issue of shares, a portion 
of the surplus shall be allocated to the payment of an additional 
dividend on tlic scale set forth in the fourth schedule subject to a 
maximum dividend of six per cent. The balance of the surplus 
profits shall be paid to the Governor-Gencral-in-Council, provided 
that, if at any time the Reserve Fund is less than the share capital, 
not less than Rs. 50 lakhs, or the whole of the surplus if less 
than that amount, shall be allocated to the Reserve Fund. This 
limitation of profits to shareholders is essential as the bank 
must not become a dividend-hunting concern. It is also fair that 
the surplus profits should go to the State since they represent 
largely the profit of the Paper Currency and the Gold Standard 
Reseirves. 

§57.. The bank rate, etc. — The Reserve Bank shall make public 
from time to lime the slandiinl rate at which It is prepared to 
buy or rediscount hills of exchange or other commercial paper 
eligible for purchase under this Act. ' 'I'hc bank ■ has thus discretion 
to discount agriciiltiinil bills at concessional rates below the rate for 
discounting or rediscounting commercial paper. It should be noted 
that, unlike this provision of the Act, the praclicc of the Bank of 
England is to fix the minimum rate at which it will discount bills 
of exchange for others ihan its customers. It is generally fixed 
above the open market I'ate." 

Auditors . — In addition to the appointment of not less than two 
aiulitors elected by shareholders, the Governor-General-in-Council 
may at any time appoint the Auditor-General or such other auditors 
as he thinks fit, to examine and report on the accounts of the 
%ank. 

§58. The weekly return. — ^'I’he bank is rcciiilrcd to make a weekly 
TClurn to the Governor-General-in-Gouncil, of the account of the 
Is.siie and Ranking Departments in the prescribed form (Fifth 
Schedule). It is to be published in the Gasette of India. Similarly 
a copy of the annual accounts is to be submitted to the same 
authority. It should be noted that the weekly statement of the 
central bank in each country is regarded as the key to the condition 
of the money market. We give below the statement of alTairs of 
the Lssue and Banking Departments of the Reserve Bank for the 
week ended on 2c) May 1936.. 

‘ A cumulativn dividend of 3i per cent has been initially fi.'ced, having 
i-cgm-d to the pi'cvailing low money rales. 

“See Ramaiya, op, cit., p. tar. ■ : ^ 
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Itcserve Bank of India 

Banking Department 


Liabilities . 

Rs. 

Capital paid up 
Reserve fund 

::: 

::: 


5,00,00,000 

5,00,00,000 

Deposits ; — ^ 

(а) Government + 

(б) Banks 
(c) Others 

Bills payable 

Other liabilities 


::: 

::: ::: 

17.92.48.000 

24.03.69.000 

39.77.000 
7,77,000 

67.32.000 




Total ... 

53.11,03,000 


Assets 

Rs. 

Notes ... ... ... 

Rupee coin 

Subsidiary coin ... 


30,78,06,000 

8.35.000 

2.58.000 

Bills discounted : — 



(ff) Interna! ,,, 

(b) External 

(c) Government of India Treasury Bills 
Balances held abroad * 

Loans and advances to the Government 

Other loans and .advances 

Investments ... ... ... . 

Other assets 


.2,39,000 

Nil 

Nil 

iS,3«,3a,ooo 

Nil 

3,00,000 

6,15,44,000 

70,89,000 


Total ... 

53,11,03,000 

Issue Department 

Liabilities 

Rs. 

Rs. 

Notes held in the banking department 

Notes in circulation 

30,78,06,000 
165.93, oJ5,ooo 


Total notes issued , ... 


196,71,34,000 

Total ! 

. ■ ■ 1 


196,71,34,000 


* Includes cash and short-tenn securities. ■ 

+ Includes , ^34, Spo hel^in London on account of : the llif!]! Commissionoi- 
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Assets 

Rs. 

Rs. 

A. Gold coin and buliion ; — 



(a) Held in India 

{!>) Held outside India ... 

Sterling securities 

Total of A, ... 

4BS5.iDiO0o 

2,Sr),q8,000 

68,31,71.000 

112,73, 88, 000. 

B. Rupee coin 

Govermnont of India rupee securities 

Interntd Ijills of exchange and other com- 
merciai paper 


60,50,20,000' 

23,47,26,000' 

Nil 

Totul ... 


196,71,34,000 


Ratio of total of A to Liabilities: S7'3ii per cent. 


1559. Agricultural Credit Department. — The bank shall create 
a special Agricultural Credit Department, the functions of which 
shall be (i) to maintain an expert staff to study all questions of 
agricultural credit and be available ftir consultation by the Governor- 
Gencral-in-Council, Local Governments, provincial co-operative 
banks, and other banking organizations, and (ii) to co-ordinate the 
operations of the bank in connexion with agricultural credit and 
its relations with provincial co-operative btinks and any other bank 
or organizations engaged in the business of agricultural credit. It 
is hardly possible to exaggerate I he need for such an organization 
in an essentially agricultural country lilce India. This provision 
follows in principle, a similar provision in the Commonwealth Bank 
of Australia Act. 

Accordingly Mr M. L. Darling, C.LE., I.C.S., was deputed to^ 
investigate into the working and present state of the co-operative 
banks and credit .sociclic.s, and the part which indigenous bankers 
play in the rural economy of the country. His Report was completed 
in May 19.3.V The Report and the note containing proposals for 
the constilullon of the Agricultural Credit Department were received 
by the Reserve Bank about the end of June 1935. The authorities 
of the bank, after examining and considering the proposals, decided 
to request the Local Governments through the Government of India 
to collect and furnish to the bank further particulars about co-opera- 
tive banks, credit societies, and other agencies — e.g. indig'caou.s 
liankers and moneylenders — engaged in the business of agricultural 
credit. The bank is expected to formulate proposals when this 
further information is available.^ 

* See tho Rmt Annual Report of the Reserve Bank of India. This question 
is further dealt with in §62 below. 


§6o. Reports by the Bank. — At. the earliest possible l.inn'. and 
in any case within three years the bank has to report lo the 
<.lovernor-General-in-Coimcil on the followinfi' matters: (i) tlu: ex- 
len.sioir of tlie provisions relating- to seliecluled l);inks to private 
(indigenous) Ijankers and banking- firms; ,(ii) the improvement of 
the mac.hine.i-y for dealing with agricultural finant-e. and melhods 
for effecting a closer connexion between agrienltural enlei-prise and 
the operations of the bank, (iii) 'I'he bank is also reciuired to 
report its views regarding permanent measures for a suitable 
monetary standard for India when in its opinion the international 
monetary situation has become sufliciently clear and stal^le to make 
such a course of action possible.^ 

§6i. Inauguration of the Reserve Bank of India. — After the 
passing of the Reserve Batik of India Act (1934)1 niudi spade- 
work had to be done before the Reserve Bank could be foimally 
liiaugu rated. It was generally understood that the Bank would 
begin to function with effect from i April n)35. Later in the 
year 1934, the Governor-General-in-Council tippointed Sir Gsborne 
A. Smith (then (iovernor of the Imperial Bank of Indiii) as the 
first Governor of the Reserve Bank of India, and Mr (now Sir) 
J. B. Taylor, then Controller of Currency, and .Sir .Siktindar Ilayat 
Khan, ex-Governor of the Punjal), as tlie .Deputy Governors, A 
■communique dated 13 December 1934, issued from Delhi, annotim-ed 
the appointments to the first Central Board of the Reserve Ikink 
In accordance with Clau.se 15 (3) of the Reserve Bank of India .^ct. 
The Board issued a pro.spectus and plaectl the shar('s of the neu' 
bank on the market between 22 and 25 March 1935. 'I'lie 
prescribed share capital of Rs. 5 crores (fully pakl-iip) \\-as promptly 
■over-subscribed. It is interesting lo note that as many as 1,34,53s 
persons applied for Reserve Bank shares, the face value of the 
shares applied for being Rs. 9-05 crores as compared to Rs. 5 crores 
available for allotment between the live sharc-rcgislers at Bombay 
(140 lakhs), Calcutta (145 lakhs), Delhi (115 lakhs), Madras (70 
lakhs), and Rangoon (30 lakhs). There was I he most frantic rush 
for these shares in the Bombay area, the amount applied for being 
Rs. 334 lakhs as compared to Rs. 140 lakhs allotted. As the 
number of applicants applying for five or more shares exceeded tlie 
number required, the allotment was decided by casting lots. In no 
■case were more than five shares allotted to any one applicant, and 
those who applied for less than five shares totally failed to get any 
allotment. There was a similar rush in the Delhi and Madra.s 


BANKING AND CREDIT 


517 


nrcas. If; is, however, rather surprising- that: the. expected rush 
in Calcutta and Rangoon did not materialize. 

1 lie Reserve Bank of India was oillcially inaugurated on i April 
1935 and opened its otliees at Bombay, Calcutta, Delhi, Madras 
and Rangoon. I.ater, arrangements were made for starting a 
lAindon Lnanch as provided for by the Act. Tlie bank toolc over 
thc conliol ol. the Issue Department from the Government and the 
management of the Public Debt and Government account from the 
Imperial Bank of India on i April. 'I'lie as.sets of the Currency 
Department were Irtmsferred to the Reserve Bank with eflect front 
the same date. C)n 3 .April, the bank started on its career as a 
central bank by inviting tenders for the purchase of sterling to be 
remitted to tlie Secretary of State for India. It commenced sales of 
Treasury Bills by tender on 16 April. It was not, however, till 
4 July that the bank assumed one of its most important functions 
as a ceniral Itank by announcing the first ollicial bank rate of the 
country (viz. 3J ].ier cent, redueed to 3 per cent since 28 November 
1935). 'Phe next step was to establish contact officially with the 
scheduled banks. 'Phis was accomplished on 5 July 193.!;, the 
date on which the sdiediiled hanks lodged their statutory deposits 
with the bank as required by the Reserve Bank of India Act. The 
elections for the purpose of constituting the I.ocal Boards were held 
during November 1935. In December 1935;, it fell to the lot of the 
elected membci-s of the Local Board of the western (Bombay) area 
to elect two Directors to the Central Board to replace the two 
Directors nominai.ed by the Governor-Gencral-In-Council to represent 
that area. The first Annual General Meeting of shareholders was 
held on 3 February 1936. 

'Phe successful inauguration of the Reserve Bank of India thus 
fulfils a long-cherished hope and aspiration. India has now come 
into line with the other civilized countries of the world, and the 
chain of Empire Banks (lho.se of the Union of South Africa, 
Australia, New Zealand, India and Canada) is complete. The long 
and often provoking delays have been a blessing in disguise. In 
the first place, the frequent discussions that have taken place since 
1925 have served to familiarize the people with the principles on 
which a modern central bank is founded. In the second place, the 
Reserve Banlc of India has come into existence under better auspices, 
when the embers of the old political controversy of 1927-8 have 
died out and the reserve position has been .strengthened. As against 
a nole-issue liability of Rs. 186 erores at its inauguration it received 
from the Government gold valued at about Rs. 45 crore.s at the 
parity rate (at the current market rate its value is nearly Rs.; 75 
erores) and Rs. 60-58 erores of sterling; .securities (of which 12 erores 



Wfu'c handed Qver to the Banking Departnient), the remaining 
assets being rupee coin (Rs. 50 crores) and Govei-nment of India 
rupee, securities (Rs. 43 crores). The. External Reserve held in the 
I.ssue Department of tlie bank on its constitution thus cxei’eded 50 
per cent. One remark however may l)e made. It is tliat allhougli 
the. gold ami sterling .'is.sets are probtibly adcfiuate to niainlain tlu^ 
existing- sterling exchange sttindard, the Bank would he we.ll 
advised to add to its gold reserve, and thus pave the way for the 
establishment in India of a gold standard in the fuluri', when the 
international monetary situation is clarified and becomes stable, 

Although the Reserve Bank, as it is constituted today, is not a 
perfect institution and leaves many things desired, it is capable of 
doing much good to the country. No good purpose i.s now served 
by raking up old controversies, and the best plan of action is 
to get the utmost out of the present bank and to strive steadily 
to improve it. There is not much exaggeration in the claim put 
forward by Sir George Schuster that; India has been eiitiippeil with 
the mechanism for the control of currency and credit on tli(> lines 
approved of by modern experience, and worthy of India’s ]3lace 
among the civilizations of the world. 'I’hcre is, however, room 
for several improvements, which it may be hoperl will be elTei'ted 
in the near future. In this age of planned economy a well-equipped, 
powerful and efficient central bank is a .vim; qiui nun for a well- 
ordered economic development of a country like India which is still 
comparatively in a backward economic condition. Il is clear, 
however, that a great deal will depcnil upon the traditions and 
conventions which the bank will set up and the manner in which 
it will carry out its national trust.' 

§62. The Reserve Bank of India and Agriculture. — In view 
of the importance of this subject we may make some supplementary 
observations on it. According to the dynamic ideal of central 
banks, the extent of the help extended to agriculture by the 
Reserve Bank will be the acid test of its success. According to 
the orthodox view, however, it is neither desirable nor possible for 
a central bank directly to finance agriculture cither for short or 
long periods. This has a certain justification having regard to the 
risky and unorganized nature of agricultural business carried on by 
illiterate and small farmers, as in India. The defect can, however, 
be largely removed by co-operative organization of agriculture; an 
Improved marketing system and general spread of literacy in the 
rural areas. The provi.sions of the Reserve Bank Act in rclalion 

‘ ..Sne article ‘Reflections on the Re.servo Bank’, by .S. G. Bcri, Syiit'iiham 
Coth-ge Magazine (Octoberi 1935). 
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to agricultural finance arc largely based on the conservative view 
mentioned above. For instance, the bank is allowed to purchase, 
sell and re-discount agricultural bills and promissory notes endorsed 
by ii scheduled bank or a provincial co-operative bank, drawn for 
the purpose of financing seasonal operations, or the marketing of 
crops; and maturing within nine months. It should be" noted that 
in the case of commercial bills the period allowed is only three 
ninntlis. 'I'ltis is a c.oticession in favour of agriculture since the 
cy.tle of agricidtural finance is longer than that of commercial 
finance. Ihe Reserve. Rank can also extend loans, payable on 
demand or nfitliin ninety days, to provincial co-operative' banks on 
the security of promis.sory notes supported by titles to goods, but 
not directly against the security of agricultural produce. We have 
already stated that the bank i.s required to make a Rqmrl on the 
improvement of the machinery for dealing with agricultural finance 
and for eil'ccling a closia- connexion between agriculinral enterprise 
and the operations of ihc h:uik. Section 54 of t|,(. -uilhorizes 
the creation of a special Agricultural Credit Department by lh(> 
bank, whose functions have already been noticed. 'I'liesc funclions 
are of a purely advi.sc)ry charaeler as compared wiili tlmsc of the 
Rural Credit Department of the Commonwealth Rank of Australia, 
which has separate funds of its own, partly contriliutial by the 
Treasury and partly by the Bank. This Departmwu i.s aiitliorized to 
make advances against agricultural produce for periods not e.si-ccding 
one year, and to issue sliort-period debentures. It of course, 
necessary to make allowance For the fact that in .\.usli:di:i the rural 
credit problem is simple biwause of the small population of highly 
.educated large-scale Janners who understand de.aling with btinks 
and can also keep accounts. Nevertheless, as our agrieidl tire comes 
to be better organized it should be possible to extend the. scope 
of the usefulness of Ihe new Agricultural Creilit Dep.-niinenl. 't'l“- 
Iiidian Provincial Co-operative Ranks’ As.soeiation ;it tb(;ir last (I'l.'i.’l) 
meeting put in a strong plea that the Agricultural Credit 1 )i>partinent 
should not be merely an agency for advice, and eoasulttillon, but 
that it should lae used as a regular chanuel for making availalde. 
agricultural finance to co-operative banks as in otlier count ‘‘ie-S. 
The Reserve Bank should be enabled to make loans and advances 
on the security directly of movable goods and inercliandisi' I'S 
recomlmmded by the Central Banking Enquiry Coainiiltee. It should 
be authorized to grant loans to provincial eo-opmalivc ImnkH 
against Covernment securities and the debentures i-njoying (iovern- 
ment guarantee is.sued by these bank.s. Then, there is the til'- 
important problem of long-term erediti A.s at present constituted, 
•the Reserve Bank cannot be of much assistance in the .solution of 



INDIAN ECONOMICS - 


this problem as it is prevented from granting accommoclation against 
land mortgage security. It is necessary to devise means for 
associating the Reserve Bank in some ways wit;h this form of 
nirtil credit. In case direct contact between the Reserve Bank and 
land mortg.'ige credit is considered unsounil on grounds of fmtincitil 
policy, it will be desirable, as Mr V. L. Mehta suggests, to interpose 
between the two a body like the Agricultural Mortgage Corporation 
of England, the bonds and debentures of whieh tlic Reserve Bank 
of India should purchase and accept as security for making' advances. 

A better co-ordination between the Reserve Bank and indigenou.s 
bankers, when effected, may also be expected generally to make the 
Reserve Bank more useful to agriculture through these bankers. 

§63. Industrial liuance.' — One of the great lacunae in the Indian 
econotnic structure is the absence of a properly organized system 
of industrial finance. The banks in Germany play a very Important 
role in satisfying the financial requirements of induslries. They 
provide the greater part of the initial capital for industries, which 
is subsequently placed among the investing- public. In order to 
distribute the risk it is a very common plan for several banks to 
join together in a Komortium and pledge themselves to accept 
a certain portion of the issue. This investment of banks in shares 
of industrial companies is, however, not a long-term Investment as 
in the case of industrial banks proper but is regarded as a safe 
investment of the bank’s re.soiirecs in first class securities, which 
the banks expect to hold only for a short time. The banks them- 
selves stand to benefit by these transactions since they are. useful 
for acquiring business connexions and exteniling their influence. 
Industrial companies in Germany desirous of procuring new capi- 
tal normally do so through banks with whom they are in perma- 
nent banking relations in the manner indicated above. It must, 
however, be remembered that the banks employ only a limited 
portion of their resources in industrial finance and that ordinary 
banking business constitutes their major activity. 'J'lie Central 
Banking Enquiry Committee declare themselves in favour of an 
attempt to eliminate the Managing Agency system and to depend 
for future development more on the establishment of direct friendly 
relations between industrial companies and commercial banks. 
They commend the adoption of the German .system with .suitable 
modifications, and suggest that a beginning in this direction' rniglit 
well be made by the Imperial Bank (as soon as the Reserve Bank 
comes into being) and the other commercial banks of established 
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reputation. Besides much experience and wisdom, this class of 
business -would recpiire considerable capital and lirm re.si.stance 
against the temptation to speculate in the creation and sale of secu- 
rities, and very few of the existing- banks at present possess these 
cjualilications.’ In spite of the.se limitations of the situation as it 
exists in India, conside,rable financial assistance is capalile of being- 
rendered to industries if the leading banks were to take a genuine 
and .sympathetic interest in industries. With a view to creating- an 
atmosphere of mutual confidence, while at the same time prcventirig 
entanglements incompatible with sound banking, the German model 
should be copied by banks in India. A u.seful liaison between them- 
selves and the industries receiving their assistance could be estab- 
lished by appointing Managing Directors or Managers of banks 
as Directors of industrial concerns. The banks should also establish 
local Advisory Committees to help them in assessing the financial 
position of their clients and to carry an assurance to the latter of 
fair and .sympathetic, treatment. 

While valuable results may be expected from the co-operation of 
comn-iercial banks as outlined above, the needs of industrial deve- 
lopment are not likely to bo adequately met by this method alone. 
It may be sfifely assumed that under the new constitution the deve- 
lopment of industrie.s within their territories would be one of the 
functions which would vest in the Provincial Governments. For a 
satisfactory discharge of this function it may be useful to estab- 
li.sh Provincial Industrial Corporations, with branches, if nece-s- 
sary, and working with capital initially or permanently supplied 
by Ihe Provincial Government concerned. These corporations should 
aim particularly at assisting- enterprises which are likely to be of 
benefit to the public, add to the productive power of the province 
and provide employment for its people. 

The Industrial Corporation should obtain its share capital a.s 
far as possible from the public, the Governx-nent taking such portion 
as cannot be raised by public subscription. The share capital 
of the Corporation should be supplemented by debenture capital 
not exceeding, at the outset, twice the amount of the share capital. 
The Government might purchase (if necessary) a portion of debenture 
i.ssues until a regular market is created for them, and also ofl'er 
a limited guarantee of interest on debentures. The Industrial 
Corporation should specialize in the provision of long--terin capital 
to industries, which should continue to -obtain their working capital 

‘ Dr P. .S. Uikrin.-ithan in his recent)y pubUshed book, fndusfrial Orj/anizcUwn 
ill India. (p|). ^51-2), points out tlie difficulties in the way of the aclaptatiuii of 
Indian conltnerclal hanking to the. mixed banking of. the Continental: type. 
It would certainly be unwise to ignore' them. 
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from existing institutions. The Corporation may take long-term 
deposits for not less than two years, loans from these dejiosits 
lieing given for a similar period. The Government should lie entitled 
to be represented on the Board of Directors of the Industrial 
Corporation during the continuance of Government interest and 
liability.^ 

y\n y\ll-India Industrial Corporation may also lie established 
if desired by the Federal or Central Legislature. 'I’herc are and 
will be certain industries of a national character, or so important 
that their development must be regarded as falling within the 
functions of the Federal or Central Government and not of tlie 
Provincial Governments. F'urther, the latter might themselves 
desire such an institution so as to establish direct connexion with the 
larg-e spending departments of the Central Government as well as 
direct correlation for the industries as a whole with railway rates, 
customs, stores purchase and other policies of the Central Govern- 
ment. Pending the formation of an All-India Industrial Corpora- 
tion, the Provincial Corporations might, for matters of common 
interest, combine into a Central Association. Legislation on the 
lines of the Madras State Aid to Industries Act should be en- 
acted in other provinces to provide credit facilities to new and 
nascent modern industries, or cottage industries. Any Government 
assistance in regard to provision of capital under such legislation 
•should be given through the Provincial Industrial Corporation 
where one has been established. 

§64. The hoarding habit. — The habit of hoarding to which the 
Indian people are supposed to be addicted in an unusual degree 
has long been the subject of comment among European econo- 
mists. The description of India as a bottomless sink of precious 
metals is well known. With reference to Ihe. supposed insatiable 
hunger of India for gold and silver, it has been picturesquely 
observed that ‘the precious metals are taken out of the earth by 
one coloured race and put back into it by another coloured race’. 
It is likewise said that gold once passed into general consumption 
in India is permanently lost to the rest of the world. Until 
recently, Europe has contemplated the steady absorption of the 
precious metals by India with amused wonderment not unmixed 
with satisfaction. If India had not swallowed up the gold and 
silver, the output of which had been enormously increased ovving 
to the discoveries in recent times of new mines and improvements 
in the methods of extraction, a great derangement in the economic 
life of European countries would have been caused hy a heavy 
rise in prices. But latterly Europe has been showing distinct 



BANKING 


CREDIT 


523 


signs of iilarin and consternation at the prospect of the Indian 
‘sink’ continuing to perform its age-long function Muth habitual 
thoroughness. In 1924-5, when England and other countries 
of Europe were struggling to stabilize their currencies, India, 
entirely unmindlid of the needs of Europe, added no les.s than 
£^o millions worth of gold to her hoards, which was perfectly 
shocking.'' 

The Indian hoards have been variously estimated. Probably the 
earliest estimate was that of H. D. Macleod, who was the first 
economist to get the Indian hoards on his brain. He tormented 
himself with the belief that the Indian hoards must be no less 
tlian £'300 millions. Lord Curzon estimated them at Rs. 825 
crores, while Arnold Wright, writing in the Financial Review of 
Reviews, December 1916, put them at millions. Mr E. L. 

Price is inclined to accept a recent estimate of the American Trade 
Commissioner, namely ;^i,ooo millions. Mr Francis Skrine 
thinks that even tliis is very much of an underestimate." So that, 
with every fresh calculator, the calculations have proceeded in a 
regular crescendo movement. 

In complaining of India’s consumption of gold and silver, Euro- 
pean writers have often seem(;d to impute a double dose of original 
sin to the Indian people, and this apparent attempt ‘to fasten on 
India an exceptional and invidious responsibility for the consump- 
tion of gold’" ha.s provoked heated retorts. Some of these retort.s 
are of the tu qiioque variety. It is not India alone, it is pointed 
out, that is addicted to the consumption of gold. The United States 
absorbed nearly j/,' 5 00, 000, 000 worth of gold from 1916-23" and 
with two-thirds of the monetary gold supply concentrated in New 
York and Paris the passion for lioarding can scarcely be regarded 
as an Indian monopoly. A good deal of the gold in these centres 
is no doubt concentrated in the central banking reserves," and if 
a similar use of it has not been possible in India, is it not the 
faulty currcnc)’ system (the gold exchange standard) which was 
prevalent for a k)ng lime in India that is at least partly answerable 

' This coiUfiiition ha.s lost much of its force owing to the export from Indi.a 
of over Rs. 270 crores worth of gold .between September 1931 (when the rupee 
was linked to .sterling at nc Gd.) and the end of June 193G. .Sec ante, 
ch. viii, §31. On the other hand considerable gold hoarding has been tuldng 
place in (he U.S.A. and .several Kuropean countries in recent years. 

* Sec Gubbay, op. cit., pp. 23 and 38. .. 

'■‘ Memorandum of Sir Stanley Reed to the Babington Smith Committee. 

■* "Wadia and Joshi, op. cit., pp, 388-g. ■ . 

" Even so, when an unnecessarily large .amount of gold is concentrated in 
the bfinking reserves the practice becomes indistinguishable from senseless 
hoarding, • , ■ ' ■ ^ 
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for this? Those who bewail the lioarcls of India g'cnerally 
forget that part of the gold absorbed by India is used for indus- 
tri.'d and domestic purposes, and, as Sir Stanley Reed remarks: 
‘Every eouiitry in the world uses gold and silver for industrial and 
domestic purposes, and it induces a sense of angry injustice to find 
tliat the Indian demand for the precious metals for pi-eeisely the 
same purposes is perverted into senseless hoarding.' Considering 
that India has a population amounting to about a fifth of the fotal 
population of the tvorld, her annual (pre-War) consumption of about 
20 per cent of the world’s output of gold cannot be regarded as 
disproportionate or excessive.^ 

And when once it is granted that the Indian demand for gold 
and silver is hot abnormal, all things considered, this acquits India 
of any partloular responsibility for hindering' the currency .stabili- 
zation in other countries. If India’s legitimate demand for the 
precious metals is embarrassing to other countries, the latter must 
and will in course of time devise currency .syslein.s less dependent 
on gold than they have been in the past. It is tdso possible that 
India may in course of time tfdce her .share in any general world- 
wide movement for economizing- the available supply of gold, but 
she resents the suggestion that she is in a special sense responsible 
for the scarcity felt btr otlicr countries.^ 

All that has been said above aims at showing that t)ie amount 
of hoards in India, properly so ctdlcd, is generally grossly exag- 
gerated, It would, however, be flying- in the face of (’acts to deny 
the existence of hoards altogether. India has undoubte<l!y been a 
very large absorber of gold for non-currency uses, ami her present 
stocks of the metal immobilized by being hoarded must be very 
considerable. 

’ It i.s sometimes ui-gcid in explimation ami jusiifieniioa ul the larye 
imports of gold into India that they are after all due to India’s favourable 
balance of trade, caused by the keen ilemand for her gnnils on the part: of her 
foreign cu.stDmer.s. Thi.s contention, however, appear,? to ii.s to bo of little 
value. It must be remembered that India is as anxious t:o sell, as foreign 
countries are .anxious to buy, her goods, and if gold is sent to her in settle- 
ment of her trade balance it is because, she prefers it to other cnmmoditie.s. 

’‘:As .siigges-ted above, the outcry at the present moment is principally 
against the United States and France, and their r(?cent policy of burying 
. enorinous quantities of the .world’s annual supply of gold in the vaults of their 
central banking institutions, instead of using the gold for increasing the 
volume of currency and credit. While the world’s production of goods 
is increasing by. .about 3 per cent per . annum, the productimi of gold i.s not 
increasing . as fast. In these circumstances the utmost economy in the use of 
gold is necessary if the present disastrous decline of priccfS is to be aircstecl 
This calls for a more enlightened policy with regard to gold on the part of 
important countries like the United States and France. 
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It need scarcely be, pointed out that this is by no means a sign 
of tvcalth and prosperity. The hoards are, for the most part, held 
in endless, scattered, individually insignificant amounts and, more- 
over, being turned away from productive uses, they are more 
l^roperly regarded as a cause of poverty than as an index of 
prosperity. 

It is a moot point whether it is permissible to regard gold and 
silver ornaments as constituting part of the hoards to the extent of 
their full value, thoug-h it is usual to assume them as such. But 
there seems to be no reason why jewellery worn for purposes of 
personal adornment should be looked upon as hoarding any more 
than gold used, let us say, for stopping teeth. Both are forms of 
consumption of wealth rather than of saving. It is no doubt true 
that when people in India turn gold and silver into ornaments, 
they geiuirally do so with the double object of personal adornment 
and holding wealth in store against a rainy day.^ All the same it is 
ncce,s.sary lo iJi.slingiii.sh between )bc two moiives, and Ihc prcdou.s 
metals can be regarded as hoards only in so far as they are 
intended l;o be stores of value. 

Whclher the Indian people are not inordinately fond of orna- 
ments and jewellery and whether they do not invest a dispropor- 
tionate amount of their earnings in them is a question which falls 
into the same category as a similar doleful inquiry which may be 
made, for cixamplo, with reference to the Engli.sh workman asking 
whether ho is not more fond of beer than is good for him and 
whether he would not benefit more by spending his money in other 
way.s. Roth are question.s relating to iiitcdligont and well ortlered 
consumption, 'fhe .spirad of banking- habits is no more a cure for 
misguided expenditure on ornaments than it is a cure for misguided 
expenditure on drink (though, of course, in so far as ornaments are 
regarded as substitutes for banks, provision of banking facilities 
will tend to diniini.sh the investment in ornaments). The Indian 
peasant indeed often spends money on ornaments for himself and 
ftir his wife, when perhaps he ought to spend the money on a 
mosquito net, or on more and better food. The use of gold 
and silver Is in some cases forced by custom and plays an important 
part in social ceremonies sanctioned by religion and tradition. 
These are regrettalile facts, but to remedy them we must rely on the 
development of a better sense of values a.s well as on the softening 
of ths rigour of social and religious custom through education 

’■ Tliti .Smith Committee also calls attention to the; jiractical 

con.sicloi-£ition that a woin.-m, whether Hindu . or Moslem, who po.sse,sses gold 
and silver ornaments, or coin.s converted Into ornaments, i.s entitled to liold 
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find the projfress of g-eneral cnlig-htennicnt. But it must be clearly 
understood that this aspect of the matter is concerned with 
better or worse modes of consumption and expenditure and has 
nothing- to do with hofirding- proper, the underhung- idea of which 
is saving. 

When all the allowances suggested Iiy the considerations 
advanced above are made, there still rcmfiins ;i certfiin residuum 
for which the proper name, it must be admitted, is hoarding. 
Having granted that the evil doe.s exist to some extent we must 
now proceed to analyse its causes. We have more than once 
referred to the faulty system of currency as a contributory Cfiuse. 
But the principal cause is found in the numerous invasions to 
which India was subjected in the past and the continued misrule 
and insecurity of life and property from which she sufl’ered. The 
habit that was contracted in times of insecurity has continued to 
survive in times of w'cll established peace and security. The 
present obstacles in the patli of reform are the illiieracy of ihe 
population and the absence of adequate banking facilities. Recent 
reports of the Controller of Currency have been commenting with 
satisfaction on the welcome decline in the import of gold in the 
last few- years. During 192^-7 and 1927-8, the average net im- 
ports of gold w'cre only Rs. 1,875 lakhs as compared with an 
average of Rs. 2,815 lakhs for the five pre-War years. In 1928-9 
the net imports were Rs. 1,422 lakhs, which meant a drop of 
practically onc-lhird when compared with the previous year. Since 
1931 there, has actually been a large net export of gold from India. 
This, together with the gi-eat success of recent Government loans, 
indicates a certain welcome increase in the investment habit; but 
only the fringe of the problem has, as yet, been touched, and for it.s 
complete solution we must look to widespread education and a much 
greater extension of banking facilities. The question of tempting 
the hoards into productive employment has latterly assumed a 
new importance. For though it may be true that the absence of 
a sound currency has encouraged the habit of hoarding, it is also 
true, on the other hand, that unless the hoards come out, it would 
be difficult for any currency .system, however -well devised, to 
function satisfactorily. For example, if hoarding persists, the 
control of currency and credit in the best possible way b,v the 
currency authority would present insuperable difficulties. The 
extension of banking, which is suggested as a cure for hoi’ircling, 
is itself rendered difficult by hoarding. For how can banks canv 
on, if people w’ill not put their money into them? But the oilier 
question is equally pertinent, namely, how can people put money 
into a bank, if there is no bank to put it into? It is thus a 
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case of action and reaction, and the only remedy is to create as 
many credit institutions as possible and as great a variety of 
them as possible to suit the different needs and tastes of the 
people, leaving education and continuous propaganda to do the rest. 

§65. Fij|litiiig the hoarding habit. — ^Vaidous suggestion.s have 
been made for improving the present bantdng organization and 
fighting the hoarding habit. Some of them taken individually may 
appear trifling, but the combined effect of all of them is bound 
to be very considerable. We .shall mention some of these 
suggestions; 

(i) The Post Office is a ubiquitous agency and it should be 
utilized to its utmost capacity for promoting the investment habit. 
The work it is already doing in this field has been noticed above 
and some improvements have been suggested. Other suggestions 
are that (n) the interest on Post Office five-years’ cash certificates 
might be allowed to accrue after the first and each subsequent 
quarter instead of the fourth as at present; (h) the limit of the 
total amount of cash certificates in the case of joint holders, banks 
and co-operative societies may be raised from Rs. 10,000 to 
R.s. 20,000; (c) the Saving.s Bank pass books should he bilingual, 
one of the languages being English, and the other the principal 
vernacular of the part of the province in which the head office of 
the issue is situated ; deposits by means of cheques should be 
permitted as well as operating on the Savings Banks accounts by 
clicques; (d) increased facilities should be afforded by the Post 
Office to investors for the purchase and sale of Government securi- 
ties and for their safe custody. 

(ii) According to the Hilton-Young Commission’s suggestion gold 
certificates should be. introduced as soon as feasible. 

(iii) The .Bihar and Orissa Banking Committee recommend 
special Women’s Cash Certificates which would be called Stridhan 
Cerfificates, and which would be issued to women only, at perhaps 
a rate slightly higher than the current rate of interest.^' 

(iv) The. Government as well as municipalities and local bodies 
should make and accept payment by cheque as far as possible. 

(v) National Savings Associations on the lines of those started 
in England should be formed for promoting thrift and for familiar- 
izing the small saver with safe and profitable modes of investment. 

§66. Extension of banking facilities. — Compared with other 
civilised countrie.s, the number of banks in India is wholly 

• Sir B. N. Mitra, .spe.iking before a gathering of .students at Bangalore, 
exhorted them to make their sisters understand that . ‘every ounce, of precious 
metals they discarded would enable them to forge a link for the golden 
nccldacc. of economic independence round the neck of tlieir motherland’. 



inadequate to tlie real needs of the cou'titry. On 31 Oeccinber 
1933 there were, onh' 219 head offices withvf^48 brandies of banks, 
includini^- a.£fencies, throughout the whole rtf India. 'I'here were in 
1928 only 339 town.s in the whole of India .served by either a 
hank or branch or an affency of a bank. .I'his number of 330 
.iifiainst tlie total number of 2,300 towns strouffly emphasizes the 
need for speedinj^ up tlie expansion and prof^re.ss of commercial 
hanking' in this country. ^ 

Tlie following' table" give.s an interesting canipari.son of banking 
facilities in dill'erent countries. 


Banking Offices in India, and in Foreign Countries on 31 
December 193./. 


Name of Country 

No. of Banking 
Offices 

No. of Banliiiig 
Onices per 
Million of 

No, of Banking 
Offices per 
2,700 .sq, miles 

United Kingdom 

ii,f)7() I 

285. j 

j . , ' 

United. .States 


!' 256 ■ 

1 ao 

Japan 

7i4f>.‘i 1 

I ■ 92 1 

■ 80 , ' ■ . 

Canada '... 

4,883 1 

448 ■ . 1 

■ 3 ■ 

India, 

59f> 




Taking later figures wc find the situation ha.s remained much 
the same. For example, there were in the United Slates of 
America over 22,071 banking institutions in 1931 with capital tmd 
re.serves, amounting to Rs. 3,541 croros and depo.sits of R.s. 13,788 
crorcs. The corresponding figures for the United Kingdom in 1932 
were 12,557 institutions, Rs. 316 erores capital tmd Rs. 3,226 
crores deposits. In India there were only 1,067 banking offices 
(including branches and ag'encic,s) in 1933. The total btink deposits 
in tbe same year weisi. Rs. 2,28 crores, of which 71 crores were 
deposits in exchange baniJS. As Sir M. Visvesvaraya points out, 
the average per capita banking deposits were in tlie United States 
Rs. 1,123; Canada Rs. 804; in the United Kingdom Rs. 69H; 
in Japan Rs. 215 and in India Rs. 6-4-0.''’ 

Thus while it is clearly necessary to multiply banking institu- 
tions, it i.s also necessary to start diverse types of them. Joint- 
stock banking of the ordinary kind may not always be found to be 
suitable for Indian conditions. Other more suitable models which 
might be tried are furnished by the popular co-operative banks in 
Germany and Italy. These popular banks keep the shares as low 

’ C.K.R., sfig. 

’ t’re.sidential Address of Principal M. L. Tannan, Iii.iian lA-ononiic C.'on- 
fereneo, Calcutta, 1527. ■ ■ 

M. Visvesvaraya, Planned Econmny for India, p. j8y. 
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fis« possible in order to, encourage the small investor. Also the 
dividend is limited .sometimes by law and sometimes by custom. 
.Special terms arc oflered ,to poor investors as an errcouragcment to 
saving, and loans arp advanced at low rates. Loans are also given 
on personal credit for objects approved of by the banks. Insti- 
tutions of this kind are likely to flourish in India more than the 
usual kind of joint-stock b'anks.^ It is now for the Reserve Bank 
of India wisely to guide banking progress in this country. 

§67. Institute of Bankers for India. — ^As we have already seen, 
one of the reasons for the bank failures in 1913-14 was the generally 
prevalent ignorance of modern banking in India. The Indian Insti- 
tute of Bankers, which was registered at Bombay under the Indian 
Companies Act on 20 April 1928, is calculated to remedy this 
defect in some measure. The main objects of the Institute are : 
(i) to support and protect the character, status and interests of 
persons engaged in or connected with the . business of banking 
generally and especially in India, and consider all questions affect- 
ing them; (ii) to encourage the study of the theory of banking and 
for that purpose to institute a scheme of examinations and grant 
of certificates, scholar.ships and prizes; (iii) to spread information 
on banking and kindred subjects by means of lectures, discussions, 
periodicals, books, correspondence with public bodies or individu- 
als, etc. ; (iv) to collect and circulate statistics and , Other informa- 
tion relating to the subject of banking in India.“ • 

The examinations held by the Institute have already become 
established. The Institute also conducts a journal. The lectures 
delivered under its auspices in Bombay and Calcutta have attracted 
large and appreciative audiences. The facilities for the study of 
banking, such as they are, arc at present confined to the Presidency 
towns. As funds permit, the Institute should endeavour to extend 
them up-country by means of correspondence courses, branch 
libraries, local lectures and colleges. The Central Banking En- 
quiry Committee recommend that the Institute should make 
arrangements for University lectures and courses of instruction at 
different centres, in the subjects included in its curricukim." 

See Gubbay, op. cit., pp. 29-32. 

“ .See Memorandum and Articles of Association of the Indian Instihite of 
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§1. Introductory observations. — Indian iinani'c lias in recent, 
years undergone remarkable — almost revolutionary— changes, most 
of which are directly or indirectly traceable to the War. Eefore 
ihc War there was only one budget for the whole of India, and 
the Provincial Governments had no independent pov'crs of taxation. 
The Central Government was the only taxing authority (unless we 
also take into account the very limited powers of taxation enjoyed 
by local bodies). Since the War there has been a practically 
complete separation of Provincial from (Jentral finance. A consider- 
able change has also been going on for the last half a cenlury or 
so in the relative position of the different .sourtx'S of revenue. In 
the course of this period the land revenue has lo.st ils old over- 
shadowing importance and other source's of revenue have come into 
greater prominence.^ The financial system of India has been 
recently coming more and more into line with other modern 
systems, as shown by the increasing variety of her taxes and the 
growing reliance on direct taxes like income-ta.x. Another great 
change has been with regard to the position of railways in Indian 
finance, and we have already noticed their evolution from blood- 
sucker to inilch-cow.- Opium, which not long ago used to make 
a brave show on the revenue side of the. Iiudget and was second 
in ipiportance only to land revenue, has suITered almost a total 


* ‘The lami ' revenue which .w.ns the niatn.st.ay of the Government i|o years 
ag.T (18S3-4), contrihuting 53-15 per cent of the whole receipts, now (11)23-4) 
contributes , only .20-7.5 per cent. On . the other hand, cu.slom,s : has advanced 
from ie.sa than 3 per cent to . over 24 per cent, and the income-tax from 1-32 
per cent to 12-30 per cent. The share borne by e.’icise (including salt duty) 
has fallen, from 25-67 per cent to 21-67 Pe*" rent, partly owing to the reduction 
in the salt duty and partly no doubt to the. drastic action taken in connexion 
will) the intoxicants. The shares borne by ' stamp dutie.s, inciuding probate 
duties (about 10 pet* .' cent) and local taxation have been more consistent.’' 
—Report of the Indian Taxation Enquiry Committee, par. 496. In calculating 
those percentages the Committea have not taken into account the total revenues 
of Indi.a, but only, the total receipts under the) heads of taxation, iiiclurling 
therein also local taxation. (This e.xplains the disparity of percentagi',s given 
below in Table II on p. 533.) 
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ecliiise as ihc result of India’s great essay in philanthropic finance, 
and the small Budget revenue shown under this head since 1935 
is derived from excise on opium sold for consumption in India. 

§a. Classification of Indian revenues. — Indian revenues can be 
classified according to the authorities charged with the power of 
levying the taxes from which they are derived, as Provincial, Cen- 
tral and Local (Revenues of Municipalities and Local Boards). An- 
other classification as good as any other is the following:^ 

(i) Land Revenue. — ^We have, already dealt with the question 
whether land revenue is a rent or a tax, and seen that there are 
more reasons for calling it a tax than a rent." If this view is 
accepted, land revenue would be a direct tax like income-tax. But 
since in this controversy absolute certitude is unattainable, it would 
perhaps be better to cut the Gordian knot by regarding- land 
revenue as a class by itself, (ii) Ta.xation Revenue. — Under this 
head we have the usual sub-classes of direct taxes and indirect 
taxes. The income-tax and other assessed taxes and the land 
cesses included under provincial rates are instances of the former. 
The salt tax, excise, customs, stamps and registration are the 
principal Indirect taxes in India, (ill) Public Monopolies. — This 
head includes the revenue from forests and opium, (iv) Commercial 
services. — Railways, irrigation, public works, posts and telegraphs, 
(v) Miscellaneous receipts. — Payments from Indian States, depart- 
mental receipls, etc. (vi) Interest on loans given to local bodies, 
I’rovincial Governments and Indian States. 

^3. General stati-stics of revenue. — As a preliminary to the dis- 
cussion of the principal heads of revenue we give below some 
g-encral statistics of revenue. In Table I the principal heads of 
revenue. Central and Provincial, are enumerated, while Table II 
brings out the relative importance of some of the principal heads 
of revenue in the financial system of India. 
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TABLE I 

General Statement of the Revenues of India (CENTUAt, and 
Provincial) in 1933-4' 

{In thousands of rupees) 


Heads of revenue 

Gentnd 

Provincial 

Principal Heads of revenue — 

Ciistom.s 

Xa.Nes on Income ... ... . ... 

Suit 

Opium 

Land Revenue: 

.St.amps ... ... 

Registration 

Payments from Indian States ... 

Scheduled Taxe.s 

47,16.41 

17. 

«,«S.65 
. L.S8.97 

17,60 

74.«S 

3.04 

,5.65“ 

29,82,00 

14.S9.37 

It, 93,01 
3.38,11 
i,n,6s 

40,66 

Total 

7<5.S4..i3 

6 i. 33'49:' 

Ruilwiiy.s (net receipts) 

Irrigation (net receipts) 

Po.sts and Telcgrapli.s (net receipts) ... 

[ntere.st (Debt .Services) 

Civil .Administration ... ... 

Currency and Mint 

Civil Works ... . ... 

Vliscollanenus 

!vlilitnry Receipt-s .... ... • 

Vliscollaneou.s adjustments between Central 
and Provincial Governments ... 

3.1.03.87 
■ 7 

. ; .32.44 
1.62,83 
■ 76.2a 

1.33.41 . 
26.93 

78.95 

s.32.62 

1.57 

8.98.31 

2.17.. 36 
5.18,50 

1.57.32 

1. . 88. 02 

Extrnordin.Try Items — . 

E.xtraordiiuiry Receipts 

Transfers from Revenue Reserve Fund ... 

3.5.64 

70,12 

Total 

35.64 : 


Total Revenue ... 

1.19..37.31 

.82,84,89'’ 


^ Finance and lievetuic Accounts of the Government of India, i<)33-4, Talik'S 

'St and s.;,, , r ' , , - 

; Represents the. Provincial Governments’ share of additional import doty on 
foreign salt. 
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TABLE II 


i^i- >'centaffe revenue (Central and Provincial^ 



i54. History of the customs tariff. (/I) — Pre-War Import 
Tarifj . — Unlil m:c;ntly (1924), the Indian tariff had been on a scru- 
pulously oonscientioiis free trade basis. This involved very 
moderate inijiiort duties. Before the Mutiny there wa.s an import 
duty of per cent on finished g-oods and 3|- per cent on raw 
produce, tiood-s imported in foreign ships had to pay double the 
ordinary .scaU^ of duties till 1S48. After that date the nation- 
ality of till! shipping" was ignored, though clifl'erential duties con- 
tinued It) Im levied up to 1859 in accordance with the nationality 
of the gootls, living double the ordinary rate on non-British goods. 
On account of the financial stringency which followed the Mutiny, 
this distinction was abolished and the general rate was raised to 
10 per ct'ut. It was reduced to y-J- per cent in 1864 and 5 per 
cent in 1875. And eventually in 1883 all customs duties were 
abolished under pres.sure from the British Government inspired 
by the Mam-liester interest and in spite of the opposition of the 
then Viceroy', Lord Northbrook- 

Between 1883 and 1894 there were thus practically no import 
duties, But in 1894 owing to financial stringency a 5 per cent 
ad vtdomn general import duty was imposed. Cotton yarn and 
piece-goods, and certain other goodsv however, were excluded from 
the operation of the tariff. 

Between rHqg and 1904, certain countervailing duties were 


‘.See fnd/a in ifp-’-J’ ’(PIS' ‘036-7' ‘O^S-O, ‘ 03 O-i. 
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imposed on bounty-fed sugar comin|>- from Germany, Austria, 
Denmark and so forth. These were subsequently removed, the last 
duty of the kind being eancelled in igi2. Tlufir only elleet was 
to div(!rt the import trade in sugar from Germany and Austria 
to other countries like Mauritius and Java w-hiu'e the system of 
bounties did not exist. 

I'he only other important changes in the pre-War period in the 
import tarilf wei'e elTected in igio-ii, wlien, to compensate for the 
loss of the revenue from opium and to meet additiomd (.‘xpenditure, 
higher import duties were levied on silver bullion or coin, and 
petroleum. 

At the end of 1894 it was decided to levy a 5 per cent import 
duty on cotton fabrics and yarn, but to propitiate Manchester, a 
duty of 5 per cent was levied on yarns of 20 counts and above 
produced in Indian mills. This excise on yarn did not give full 
satisfaction to Lancashire, and therefore, in 1896, the import duty 
on cotton piece-goods was lowered to 3^ per cent and an excise 
duty at the same rate was placed on all Indian mill-woven cloth; 
cotton yarn, -whether foreign or local, being altogether exempted 
from any duty; 

This mea.sure was bitterly resented in India. The excise duty 
.s(.'emed to injure India without benefiting Manchester. As was 
pointed out by Sir James Westland, 94 per cent of the cotton manu- 
factures of India iverc outside the range of any competition with 
Manchester, being of coarser qualities (24s. and under). Manchester 
had an absolute monopoly of the liner qualities of goods and the 
bulk of its trade consisted of piece-goods of counts about 30 or 
somew'hat finer, and India could only produce goods of counts 26 
or over in small qualities and under dillicultics. Lastly, the reduc- 
tion of the import duty from 5 to 3-^- per cent -would benefit the 
richer consumers of foreign cloth, while the home excise of 3^ per 
cent would afl-ect the poor consumer adversely. The case against 
the excise duty appeared unansivcrablc. But, as -was -^vittily re- 
marked by an Indian member of the Imperial Legislative Council, 
so long as Lancashire sent sixty, members to We.stminster, the 
British Government would ahvays have sixty good reasons for 
maintaining the duty, and thus the duty reinaincc.l, in spite of con- 
tinued opposition on the part of the people, till it was finally 
abandoned in 1926, ' 

(B) Pre-War Export Tariff.— The history of the export tarifl' 
in the pre-War period can be more briefly disposed of. 

Until i860,; export duties were an integral feature of the early 
tariff policy and W’cre levied generally at the rate of 3 per cent 
ad on practically all exports. Though the duties were low 
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and solely for revenue purposes, the principle of export duties was 
regarded as economically unsound and likely to do injury to the 
export trade by encouraging' foreign competition. Accordingly a 
consistent policy of abolition was pursued from i860 to 1880, so 
that at the latter date only the export duty on rice was allowed 
to remain. In 1903, a trifling duty was levied at the request of the 
Indian tea industry on the export of tea.‘ 

§5. War and post- War customs tariff. — Extensive changes in 
the customs tarilT were introduced during the War and tlie post- 
war period which are briefly summarized below. 

(.4) Import Duties .- — The general ad valorem duty was raised 
10 7^- per cent in 1916-17 (cotton piece-goods however, were not 
raised to 7I per cent till 1917-18) ; to ii per cent in igzi-z (including' 
cotton piece-goods) ; and to 15 per cent in 1922-3 (cotton goods re- 
maining at II per cent). Railway materials were taxed at 2-I per 
cent in 1916-17, and the tax was raised to 10 per cent in 1922-3. Iron 
and steel were raised from i per cent to 2i per cent in 1916-17, and 
to 10 per cent in 1922-3. Sugar was increased from 5 to 10 per 
cent in 1916-17, and from 15 per cent to 25 per cent in 1922-3. 
Machinery and stores for cotton-spinning and weaving were taxed 
at 2I- per cent in 1921-2, but exempted later on. A high .specific 
duly on matches at 12 annas per gross boxes was imposed in 1921-2 
instead of the 7A per cent ad valorem duty. This duty was doubled 
in 1922-3. Luxury goods like motor cars, cinema films, watches, 
silk piece-goods, etc., were raised from 7|- per cent to 20 per cent 
in 1921-2 and 30 per cent in 1922-3. The duty on motor cars was 
reduced from 30 to 20 per cent and that on tyres was reduced from 
30 to 15 per cent in 1927-8, in accordance with the recommendation 
of the Taxation Enquiry Committee, which stressed the importance 
of encourag'ing motor transport in India. The reduction in the duty 
left a wider marg'in for Provincial taxation on users of motor 
cars for the improvement and development of the Provincial systems 
of road communication. The tobacco duties were raised to 75 per 
cent ad valorem for cigars and cigarettes in 1922-3. In 1927-8 
the duty on unmanufactured tobacco was raised from Re, i to 
Re. 1-8 per lb. A 5 per cent duty was imposed on foreign cotton 
yarn which had been free since 1893. We have already noticed 
recent changes regarding foreign cotton yarn as also the rai.sing of 
the revenue duty in 1930 on cotton piece-goods from 11 per cent 
to 15 per cent ad- valorem and the imposition of an additional 5 per 
cent protective duty for three years on British goods (Briti.sh plain 
grey goods coming under the category of goods required to pay a 
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minimiiili duty of as. per lb.).‘ A duty of one anna per Rallon 
was put upon kerosene and petroleum, with a corresponding excise 
duty on the home products. The duty on imported liquors was 
increased in 1921-3 and again in 1933-3. 

In 1930, the silver iluty of 4 annas per m. was re-iraiiosed 
(it had been abolished in 1920). The Finance Act ol: 1930 introductal 
an all-round increase in the import liuty on sugar. Those grailcs 
of sugar on which the duty was so much ptu' evvt. luid to pay 
Re. i-B more per cwt. ; where the duty was ad valoirni, the total 
burden was a composite duty of 35 per cent ad- valorem plus 
Re. 1-8 per cwt. 

The acute economic depression and heavy deficits in the. Central 
^ Budget in recent years have led to .further heavy and extensive 
increa.ses in the import duties to provide additional financial re- 
.soLirces. For example, the Finance Act of 1931 (March) introduced 
the following changes w'hich fall into two clas.scs ; (i) increases in 
the substantive rates, and (ii) additional impositions of the nature 
of .surcharges. Under the first categ-ory the follotving principal 
changes may be noticed: («) The duties on ale, beer, cider and 
other fermented liquors were increased by about 66 per cent above 
the old level; while those on wines and spirits (excepting denatured 
spirit) were raised by 30 to 40 per cent, (h) Duties on all grade.s 
of sugar and sugar candy were r.-iiscd by Re. 1-4-0 per cwt., bring- 
ing the total import duty to Rs. 7-4-0 per cwt., — a rate proposed 
by the Tarifl- Board in order to give protection to the sugar industry." 
This increase was a provisional measure for securing additional 
revenue pending the consideration of the Board’s recommendations. 
The Sugar Industry Protection Act was passed in February 1932. 
(c) The duty on silver was raised from 4 annas to 6 annas per 
ounce, (d) Spices and betelnut and cinema films were transferred 
from the general 15 per cent ad valorem rate of duty to the ‘luxury' 
rate at 30 per cent. In the second category, come the following 
main surcharges: (a) A surcharge of aj- per cent was imposed on 
articles bearing 10 per cent duty, (b) 5 per cent on articles bearing- 
15 per cent or the general rate of duty, (c) 10 per cent on articles 
liable to 30 per cent or ‘luxury’ duty, (d) other important surcharges 
were 15 per cent on cigars, Re. 1-8-0 per 1,000 on cigarettes, 12 
; ^ ^ annas per lb. on unmanufactured tobacco, 9 pies per gallon on 

kerosene,’’ 2 annas per gallon on motor spirit, 10 per cent on motor 
cars and motor cycles, 2^ per cent on artificial silk yarn and thread, 
7A per cent on silk mixtures, .Rs. 2 per ton on imported cement. A 

' .'JjjU', ch. ii, §§io and 11. ” .See vol. I, ch. vi, ijy, t. 

■' Tiio e.vcise duties ■ on kerosene and motor spirit were also rai-sed corre- 
spending to the increased import duties. 
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surchiirg-e of 5 per cent was also levied on the basic duty of 15 
per cent on cotton piece-gfoods. 

The Supplementary Finance Act of 1931 (November), which was 
to remain in force until 31 March 1933, effected further increases 
in the import duties as follows; (i) Import duty of 6 pies per lb. 
on raw cotton, (ii) of 10 per cent on machinery, (iii) 10 per cent on 
dyes, (iv) Rs. 7-4^0 on brown sugar, (v) 15 per cent on artificial 
sillc yarn, (vi) 40 per cent on artificial silk piece-goods and electric 
bulbs, and (vii) a surcharge of of the existing rates on all customs 
imports including' surcharges imposed by the preceding Finance Act 
and also new duties except those on raw cotton, machinery and 
dyes. The re.sults of these heavy increases have not been altogether 
satisfactory and in certain cases a tendency towards diminishing 
returns is in evidence, i.e. a more than proportionate reduction in 
the volume of the import trade, though this is undoubtedly also 
due partly to the severe trade depression. 

The Indian Tariff (Ottawa Trade Agreement) Amendment Act 
of 1932 gave elTcct to the Ottawa Trade AgTeement of July-Aug'ust 
193A. On the part of India this Agreement involved the grant to 
the United Kingdom of a 7-^ per cent preference on certain classes 
of motor vehicles and a 10 per cent tariff preference on certain 
other classes of goods, there being a special arrangement for iron 
and steel goods. The Tariff Amendment Act made necessary 
changes in Schedule II to the Indian Tariff: Act, 1894, effect 
from I January 1933. The articles subject to the preferential rates 
of duty arc included in two new parts, VIII and IX, to Schedule 11. 
Part VIII contains all the articles, formerly dutiable at the general 
revenue duty of 25 per cent ad valorem, but now liable to the 
standard rate of 30 per cent and the preferential rate of 20 per 
cent for British goods. Part IX contains all the articles on the 
preferential list which were formerly dutiable at special rates. The 
necessary preference has been provided for either by raising the 
previous rate all round or partly by raising and partly by lowering 
it, the standard rale having in nO case gone beyond 50 per cent 
ad valorem. 

The Indian Finance Act of 1934 changed the duty payable on 
cigarettes to 25 per cent ad valorem,, and in addition either Rs. 8-2 
per 1,000 cigarettes or Rs. 3-4 per lb. -whichever is higher. It 
also increased the duty on unmanufactured tobacco to Rs. 3-4 per 
lb. (standard rate) and Rs. 2-12 per Ib. (Colonial Preference rate). 
These changes were made necessary by the fact that under the old 

■■ In addition to these changes certain protective duties, were also imposScl, 
for L'xampli’, on imported salt, wheat, iron and. steel and galvanized sheets. 
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arraiif>cnieiits the fluty, on cigarettes was paid doubly as it were, 
tlie usual import duty on tobacco plus the surcharge on cigarettes, 
with the result that certain foreign lobacco-nianuraoturing interests 
set up factories in India to avoid paying the doubk; duty. Such 
a development had not been expected and no claim to protection 
coulil b('. sustained in the circumstanecs. The same .Finance Act 
also reduced the import duty on silver by aj- annas, i.e. to 5 as. 

'fhe Finance Act of 1935 further reduced the duty on silver to 
2 as. per ounce to discourage smuggling and to remove a possible 
obstacle to the revival of trade in the white metal. At the same 
time the excise duty on silver was reduced to correspond with 
the reduced import duty. 

(B) Export Duties . — In 1916-17, two new export duties were 
levied on tea and jute. In the case of tea the export duty was fixed 
at Re. 1-8. This duty was abolished in 1927-8 but its abolition was 
accomplished by an increase in the income-tax assessment on the 
profits on the tea industry. In the ca.se of jute, the export duty 
wa.s fixed at Rs. 3-4 per bale of 400 lb., being approximately 
equivalent to an ad valorem duty of 5 per cent. Manufactured jute 

was charged at the rate of Rs. 10 per ton on sacking- and Rs. 16 

per ton on hessians. In 1917-18, the export duties on jutes were 
doubled. In October 1919, a 15 per cent ad valorem duly M-as levied 
on raw hides and skins as a measure of protection to the Indian 
tanning industry. The subsequent history of the iluty and its 
reduction to 5 per cent have already been noticed,^ The Finance 
Act of 1930 reduced the export duty on rice by one quarter, that is, 
from 3 annas to 2 annas 3 pies a maund, to meet the world fall 

in the price of rice and to put Burma on an equality with Siam 

— Burma’s principal competitor in the trade — and as an act of justice 
and help to the Burmese cultivator. 

The Finance Act of 1934 abolished the export duty on raw hides 
since the export trade in hides, especially with Germany, had been 
dwindling- — The removal of the duty was expected to arrest this 
tendency. The Finance Act of the following year (1935) abolished 
the export duty on raw skins in order to assist the general j-evival 
of the. export trade. The arguments in favour of retaining these 
duties in the interest of the Indian tanning and leather industries 
have .already been noticed.^ 

The War and post-War years have thus witnessed the most 
striking changes in the customs tariff. The needs of War finance 
and the post-’War financial deficits have called into existence a 
marked tendency of greater and greater reliance on customs duties. 
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The f^rovvTli of revenue (Receipts less Refunds) from customs from 
1913-14 to 1935-6 is shown below. 


Growth of Customs Revenue 


Year 

Crores of rupees 

Yer 


Crores of rupees 

1913-14 

li-ii 

1928-9 


49-28 

151S-19 

»S-i8 

1929-30 


.51-28 


. 34 ' 4 i 

I93O-I 



1922-3 

41-35 

1931-2 


46-44 . 

1923-4 

39-70 

1932-3 


51-96 

1924-5 

45-75 

1933-4 




4 /'- 7 >' 

Budget 

47-76 

1926-7 

47-38 

1934-3 { 

Revised 

51-17 

19.27-S 

.(.S-a-i 

1933-6 

Budget 

51-84 


All these changes elTected under the stress of financial stringency 
have chang;ed the nature of the customs duties and the position 
occupied by them in the Indian fiscal system. A hig-h general 
duty, wide breaches in the principle, of uniformity, a curtailed 
free list, special taxes on articles of luxury and on sugar, and 
lasth', the imposition of new export duties, arc among the more 
important features of the new tariff as contrasted with the pre-War 
tariff. 

Till 1924 these changes in the larifl' (except as regards the ex- 
port duty on raw hides .and skins) were governed by revenue con- 
siderations only. Some of the duties were, however, so high as to 
produce a defiiiitely' protective effect. We itave already noted how 
this strengthened the case for a itroperly thought out system of 
protection in place of the haphazard protection which had thus 
come to be introduced. Since the passing of the Steel Protec- 
tion Act of 1924, several frankly protectionist duties have, been 
imposed. As a result of the Ottawa Trade Agreement and the 
enactment of the Indian Tariff’ (Ottawa Trade Agreement) Amend- 
ment Act of 1932, the Indian Tariff has cca.sed to be a single-decker 
one and is duriug the currency of that Agreement characterized 
by tariff preferences for certain classes of goods imported from 
the United Kingdom, the Crown Colonies and Protectorates, thus 
differentiating between imjjorts from different countries. 

As regards tlie incidence of the increased customs dutie.s, the 
Tjuvation Enquiry Committee' found that there was an increase of 
customs revenue from Rs. 430 lakhs in 1913-14 to Rs. 1,746 lakhs in 
.i:c]24-5, i.e. 307 per cent in the case of articles of direct consumption 


* See Report of the Taxation Enquiry Committee , par. 145. 
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consumed by the popiilatioa as a whole; while in the case of articles 
mainly consumed by the richer classes the increase v\'as from 
Rs. 400 lakhs to Rs. 1,416 lakhs, or by 254 per cent. The Com- 
mittee observe that, so far as these liyiires j^jo, they tend to 
indicate a certain amount of shifting of the burden from the richer 
classes to the general population. The 25 per cent; iluty on sugar 
seems to have been chielly responsible for tliis, as it had 
the elfeet of raising the price of country as well its imported 
sugar, and thus of increasing the burden of taxati(.in on the poorest 
classes who are large consumers of both kinds. Such must also 
be the general effect of the increases of the duties on imports, 
not only of sugar but also of cotton goods and silver (1930 and 1931) 
and the increased excise on kerosene introduced by the Finance 
Act of 1930. The additional import duties and surcharges imposed 
by the Finance .A.cts of 1931 (March and November), as also the 
levy of excise duties on sugar and matches by the Finance Act of 
T934, have a similar tendency. The reduction in the import and 
excise duties on silver in 1934 and 1935 has, however, given limited 
relief to the con.stimer of silver in India. 

§6. Abolition of the cotton excise duty. — Throughout all the 
successive increases on imported cotton goods, the excise duty, as 
will have been noticed, remained at the same old level of 3?? per 
cent. This paved the way for a complete abolition of this hated 
impost. In March 1925 the Legislative Assembly passed a Resolu- 
tion in favour of the abolition of the duty and refused the grant for 
the excise staff. The depressing situation of the Bombay cotton 
industry led to a decision on the part of the millowners to reduce 
the wages of the mill hands by about ii| per cent. A labour 
deputation waited on the Viceroy in August 1925 and protested 
against the cut, asking at the same time for an abolition of the 
cotton excise. This was followed by a millowners’ deputation 
which urged the same measure. On 16 September 1925, Sir 
Purshotamdas Thakurdas’ Resolution was passed in the Assembly, 
praying for the .suspension of the duty. In November the Govern- 
ment issued an ordinance suspending the duty, which was finally 
abolished on i April 1926. 

§7. New excise duties on sugar and matches.^— -In the Budget 
Session of the Assembly (March 1934) two new excise duties were 
levied with effect from i April 1934. The Sugar (Excise Outy) 
Act, 1934, imposed on (i) khandsari sugar and (ii) all other sugar, 
except palmyra sugar produced in a factory in British India, an 

^ f The excise duties ' ofl kerosene, motor spirit and. silver have already been 
.noticed.,; ’v : .■''4 -t. 


[NANCE AND TAXATION 


54 ' 


excise, duty of (i) lo as. per cwt. and (ii) Re. 1-5 per cwt. respec- 
tivx-,ly.^ Tliis new excise duty was justified on the g^roiind that it 
was needed to fill the gap in the revenue caused by the greatly 
reduced imports of sugar in consequence of tlie grant of protection 
supplemented by the surcharge imposed by the Supplementary 
Budget of 1931. The development of the sugar industry in recent 
years, it was argued, had been very rapid and there was a dang'er 
of overproduction owing to the unhealthy but uncertain stimulus 
given by the surcharges, which were in excess of. the protection 
required by the home industry. The excise duty was intended to 
counterbalance the surcharge and to replace the loss of revenue. 
On the other hand, tlie new sugar excise duty was opposed 
by certain members of the Assembly on the ground that it was 
incomsistent with the flovernment’s policy of protecting the borne 
industry and that its imposition -within two years of the 
adoption of that policy would handicap the progress of the Indian 
Indu.stry. 

The Matches (Excise Duly) .\ct, 1934, imposed, on matches made 
in Bfilish India and sold in boxes or booklets containing on an 
average not more than eighty, an excise duty of (i) Re. i per gross 
of boxes or booklets if the average numlier is 40 or less, (ii) 
Re. 1-8 if the average number is more than 40 but less than 60 
and (iii) Rs. 2 if the average number is more than 60. In exercise 
of the powers conferred by the Act the riite of excise duty on all 
other matches was fixed at 4 as. for every 1,440 matches or fraction 
thereof. The Act also revised the customs duties on imported 
matches In such a manner as to comprise rates which maintained 
the existing measure of protection to the Indian industry over and 
■above the equivalent of the new excise duty. This was justified 
by Sir George Schuster on the ground that it was necessary to 
■enable thi' Government of India to recoup their losses caused by 
granting a half sliare in the jute export duty to the jute-growing 
Provinces (Bengal, Asstim and Bihar). It was maintained that 
Bengal, which had been suffering from successive budget deficits 
since 1930, badly needed help from the Central Government, and that 
this policy was also in accordance with the recommendation of the 
White Paper on Indian Constitutional Reform (1933). Tlie proceeds 
of the match excise, as also of a similar duty imposed by Indian 
Statevs, were to be credited to a common fund, the Indian States 
being given a share in proportion to the consumption of matches 

; The Provinces where white sugar J.s'- produced' are to receive an amount 
equivalent to i , anna per cwt. out ot the proceeds of ■ the sugar excise duty 
for a.5sisting the co-operative societies among canergfowers so as to help them 
in securing fair prices. . See also vol. I, ch. : vi, §7, .1. , 
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in tlieir territory on a population basis. Burma was to be given 
a refund of Rs. 18 lakhs since it had already imposed a match excise 
of its own. The purpose to which the duty w'as to be ultimavoly 
put, viz. to a.ssist Bengal, evoked criticism from .st)me I’rovinccs 
that they were being' penalized for having' managed their finances 
better tlian .Bengal. The match excise duty ‘lias also crealed a 
precedent for refunds to Indian States of a tax levieil liy the 
Government of India on an article of universal consumption, 
which is bound to raise awdeward issues in regard to tlie customs 
revenuesb^ 

§8. History of income-tax. — Income-tax in India has a very 
long' and chequered history. A general income-tax (from w'bieh 
agricultural incomes were not exempt) was first levied to meet the 
financial burdens of the Mutiny, for five years, at the end of which 
it ceased to operate in 1865. In 1867 another Act was passed im- 
posing a license-tax on professions and trades, excluding agriculture, 
which continued to be levied till the end of 187S-3. No further 
taxation was imposed till 1877, w’hen a license tax 'was levied on 
traders and artisans I0 meet a portion of the Famine Insurance 
Grant, and Acts were passed in 1878 for this purpose for the United 
Provinces, the Punjab, Madras, Bengal and Bombay. These Acts 
i-emained in force until 1886. The license-tax of 1878 was, how'ever, 
converted into a general income-tax by the Income-tax Act of 18S6 
applying to all India." Under this Act, all sources of non-agrieul- 
tural income were taxed and were divided for this purpose into 
four classes : (i) salaries and pensions ; (ii) profits of companies ; 
(iii) interest on securities ; and (iv) other sourt;es. On all annual in- 
comes bctw'ccn Rs. 500 and Rs. 2,000 derived from salaries and 
interest on securities, a tax of 4 pies in the rupee was levied; -while 
on incomes over Rs. 2,000 and on all profits of companies the tax 
was 5 pies, there being no further gradation of the tax. Similar 
incomes derived from other sources wmre taxed at practically the 
same rates, charities and religious endowments being exempted. 
In xgo3, the. favourable condition of the finances permitted 
exemption from the tax of incomes between 500 and 1,000 
rupees. 4 

* Siv K. 'f. Shah, 0/ ImHan Finmice 

“ ‘The license-taxes were a very incomplete and imperfect form of ' direct 
taxation. But white : they were unsatisfactory in . mtiny re.spects, they pre- 
pared the .way for the permanent adoption of an income-tax which wa.s to be 
more /equitable in character and less open to criticistt). Bosidea, the experiencf 
gained ; , in the adniinistrati.pn . of tho Mcense-taxes helped to reduce to a 
minimum the. difGcuity,' of working the dncoine-tax.'-^P. N. Banerjt'.a, 4 History 
of Indian Taxation, p. 67. 
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The yield of the income-tax before the War was very small, 
being only about Rs. 3 crores. The richer classes escaped too 
lightly and did not bear their legitimate share of the burden of 
taxation. As a result of the increases effected during and since the 
'War (see i(q below) the yield increased to over Rs. 22 crores 
in 1921-2. But since the rates were further raised in 1922 the 
country has been pa.ssing through a serious and prolonged indiestrial 
depression, and the yield of the tax decreased from Rs. 18-49 crores 
in 1923-4 to Rs. i5’42 crores in 1927-8. Latterly it has slightly 
improved as a result of the substantial increases in the rates of 
income-tax and super-tax. But as a result of economic depressioitj 
the improvement has fallen short of the estimates and has not been 
commensurate with the increases in the rates and the levy of siir- 
charg'es. The jdekl of the income-tax exclusive of the small share 
given to the Provinces was Rs. 17-48 crores in 1931-2, 17-97 ht 
1932-3, 17-13 crores in 1933-4, 17-25 crores in 1934-5 (revised 
budget) and 16-40 crores in 1935-6 (Budget). ‘ 

Sg. Changes in income-tax during and since the War 
siniimarized : — ■ 

igi6. — Seale of progression introduced in the ordinary income- 
tax. 

1917. — A super-lax in addition to the ordinary income-tax on a 
progressive scale was introduced. 

igiS. — The machinery of income-tax was amended and improved, 
igig. — (i) The free minimum income was raised from Rs. 1,000 
to Rs. 2,000 a year, (ii) Excess War-profits-tax was levied for a 

* The following figures inclicnte the amount of the income-tax coUc-ctecl 
in the Province.s in the year 1932-3,. and are of special interest at present in 
view of Sir Otto Niemeyer’-s .award regarding distribution of the ineonie-ta.x 
among the Provinces (see §43). 


Province 

(R.s.) lakhs 

Province 

(Rs.) hdth,s 

Madra.s 

if .8 

Burma 

174 

Bombay ... 

462 

Bihar & Orissa 

69 

Bengal ... ... : 

440 

C.P. & Berar 

39 

tJ.P'. 

116 



Punjab 


N.-W.F. Province 

12 


CQn.sklerable changes have taken place in comparison with previous years. 
.For instimee, in 1924-5 the incomc-t.ax yield in Madras was 130 lakhs ; in 
Boinbtiy, .104: lakhs ; in Bengal, 555 lakhs , and in U.P., 79 lakhs. The timount 
of tlic tax collected in Bengal has considerably diminished owing to iower 
in com e-tax receipts from the jute .industry. ; . 
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yciu- on Incomes in excess of Rs. 30,000, agricultural incomes, in- 
comes of professional classes and public servants being exempted.^ 

1920.— Abolition of the lixeess War-profits-tax. Amendment of 
the Super-Tax Act in regard to prolUs (jf companies and registcreil 
firms. 

ry3i. — The scale of progression both in the ordinary income-tax 
and the super-tax revised and raised. 

1922, 1930, 1931 (March) and 1931 (November). — A further 

revision of both the kinds of taxes in an upward direction, including 
the levy of surcharges and the lowering of the free minimum income, 
to ,Rs. 1,000 (November 1931). 

1933, 1935 and 1936. — Reduction in the income-tax rates on 
smaller incomes and in the surcharges (1935-6) and the raising of 
the free minimum income to Rs. 2,000 (1936). 

The rates of ordinary income-tax as intruduced hy the Indian 
Finance Act of igj6 (March) 

A. In the case of every individual, Hindu undivided family, un- 
registered firm and other associations of individuals not being a 
registered firm or a company — 


Rate per rupee 


(i) When the total income is less than 

Rs. 2,000 

Nil 


(2) When the total income is Rs. 2,000 or 
but is less than Rs. 5,000 

upwaicis. 

six pies 


(3) When the total income i.s Rs. 5,000 oi 
hut is less than Rs. 10,000 

upwards, 

nine pies 


I4) When tile total income is Rs. 10,000 01 
but is I0.SS than Rs. 15,000 

upward.s, 



Is) Wfiien the total income is Rs. 15,000 or 
but is loss than Rs. 20,000 

upwards. 

one anna and four 

pies 

(G) When the total income is Rs. 20,000 or 
but i.s less than Rs. 30,000 

upwards, 

one nnna and seven 


I7) When the total income is Rs. 30,000 or 
but is less than Rs. 40,000 

upwards, 

one ann.'i and oleve 

1 pics 

(8) When the total income is Rs. 40,000 or 
hut is less than Rs. i,oo,ooo 

upwards. 

two -mn-is and one 


(9) When the total income is Rs. i,( 
upwards ... 

0,000 01- 

two annas and two 

pies 


B. In the case of every company and registered firm, whatever 
its total income; two annas and two pies in the rupee. 

The Supplementary Indian Finance Act passed in November. 1931 
lowered the exemption limit by taxing incomes between R.s. 1,000 

* The Rovernment proposed to take half of the exces.s profits, wliicli were 
defined ns the difference between tho. profits returned in icj 18- 19 and the average 
of tile profits returned in the two pre-Wur years and tho first two years of llio 
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and Rs. i.qgo at 2 pics in the rupee in the financial year 1931-2 
and at 4 pies in the rupee in the following financial year 1932-3. 
The same Act imposed a surcharge of ^ of the existing rates of 
income-tax in the financial year 1931-3 and J of the existing 
rates in the next financial year. The rate of income-tax on 
incomes between R.s. 1,000 and Rs. 1,499 reduced, as desired 
by the Assembly, from 4 pies to 2 pies by the Indian Finance Act 
of 1933 (March). A further reduction was effected in March 1935, 
the rate on incomes between Rs. 1,000 and Rs. 1,499 having been 
reduced to one and one-third pies and that on incomes between 
Rs. 1,500 and 1,999 to two and two-third pies. At the same time 
the surcharge was reduced by one-third. The surplus budget for 
1936-7 made possible a further reduction by half of the surcharges 
on incomc-lax. At the same time (March, 1936) the exemption limit 
was once ag-ain raised to Rs. 3,000 to the great relief of a large 
number of small income-tax payers. It is to be hoped that the 
remaining surcharges, which constitute a burden on trade and 
industry, will be taken off next year. 

'fhese are the rates of the ordinary income-tax. In igrfi .the 
highest rate was 12 pies on Rs. 25,000 and above. In 1921, it 
was 16 pies on Rs. 40,000 and above. In 1922 the maximum rate 
was rais(’.d to 18 pies on Rs. 40,000 and above, and to 19 pies in 
1930. It was raised to two annas and two pies on Rs. 1,00,000 
and above in 1931 (March). 

The present rates of super-tax according to the 
Finance Act of 1936 (March) 

In respect of the excess over Rs. 30,000 of total income — 

(1) In tile (:ii,se of every company — 

(li) In respect of the first Rs. 20,000 of such 

{!>) Tor every rupee of the remainder of .such 

(2) (il) In the case of every Hindu undivided 

family 

(i) In respect of the first Rs. 45,000 of such 

pi) For every rupee of the next Us. 25,000 
ot .such excess ... — • 

{h) In the case of every individual, unreghstered 
firm and other association of individuals 
not heing a registered firm or a, 

; company — , , . . - ■ 

(i) Tor every rupee of the first Rs. 20,000 
of such exce.ss ■ ■■ / , 

(ii) For every rupee of ' the next Rs. 50,000 

of such e.xcess ... : : ;••• 

, 11 — 35 , ; 


Bate per rupee 
Nil 



Nil ' , 

I imun iind 3 ]fi(: 


and 3 pies 


jRate per rupee 


(c) In the case of every indivitliial, Hindu un- 
divided family, unref;islered firm and 
other associations of individuals not 
being a registered firm or company — 

(i) I'or the first Rs. 20,000 of such excess ... 

(ii) For the next Rs. 50,000 

(iii) For the next Rs. 50,000 

(iv) ,, ,, ,, 

(v) „ ,, 

(vi) „ ,, 

(vii) „ .. „ ... 

(viii) „ „ . ,,. 

(ix) ,, ,, ,, ... 

(x) ,, ,, ,, . ... ... 

(xi) ,, u ,, ... 

(xii) For every rupee of the remainder 


9 pie.s 

I anna and 3 pics 

1 anna and 9 pies 

2 annas and 3 pies 

2 annas and g pies 

3 annus and 3 pie.s 

3 annas and g pies 

4 annas and 3 pies 

4 anna.s and 9 pies 

5 annas and 3 pies 

5 annas and 9 pies 

6 annas and 3 pies 


The Supplementary Finance Act of 1931 (November) imposed 
surcharges on the existing rates of super-tax similar to those on 
the income-tax rates noticed above. These were reduced in 1935 
and 1936 to the same extent as in the case of the income-tax. 

Incomes of Rs. 6 lakhs and above now (1936) pay the ordinary 
income-tax at the highest rate of the ordinary income-tax at two 
annas and two pies in the rupee phis .^yth surcharge in the rupee 
and super-tax at six annas and nine pies in the rupee plus a similar 
surcharge, so that they pay a total income-tax of just above 50 
per cent (8 as. 5 pics per rupee) exclusive of the. surcharges 
levied. 

The highest rate in 1917, when the super-tax was first intro- 
duced, was 3 annas in the rupee on incomes of Rs. aj- lakhs and 
above. In igai it was 4 annas in the rupee on all incomes of 
Rs. 3^- lakhs and above. In 1922, it was raised to 6 anna.s in the 
rupee on incomes of Rs. 5J lakhs and over, to 6 annas and i pie in 
1930, and to 6 annas and 9 pies in 1931 (March). 

Before the amending Act of 1920 the incomes of companies and 
registered firms paid the same super-tax rates on their undivided 
profits as the other incomes. But by that Act a new super-tax at 
the flat rate of one anna in the rupee on the whole undivided 
income of the companies and firms in excess of Rs. 50,000 was 
levied. This change was effected as the old system gave an 
incentive to companies to . distribute more in dividends thkn was 
warranted by their real, financial position, and penalized those 
companies which endeavoured to strengthen their reserves. In the 
year 1922, the flat rate was raised to 1% annas in the rupee, what- 
ever the total income in excess of Rs. 50,000. The present rate is 
I anna in the rupee. 
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§10. Reform of income-tax.—Sir Walter Layton, the Financial 
AsriC-ssor on the Simon Commission, has pointed out various defects 
in the present income-tax system in India and sugg-ested certain 
reforms as follows : 

(i) The 1930-1 limits of exemption were too high, particularly 
for Indian conditions, both in the case of income-tax and supei- 
tax, and should be lowered. [This criticism was largely met by the 
lowering of the exemption limits under financial pressure to Rs. 1 ,000 
and Rs. 30,000 respectively by the Supplementary Finance Act of 
1931 (Nov.).]* It has been suggested, however, that the limit 
for income-tax cannot well be placed below Rs. i ,000, for other- 
wise it would be difficult to resist the demand that allowances 
should be given for wives and children. The objection to granting 
such allowances is that they would apply to the vast majority of 
individual tax-payers in India, and would, therefore, be very costly. 
Again, in the absence of a highly developed system of registration 
of marriages and births, there would be much scope for fraud, 
any attempt to prevent which would lead to ‘inquisitorial investiga- 
tions’ into the domestic affairs of the assessees and cause much 
work and intense friction. A flat allowance for a family irrespective 
of its size will be only a rough and ready method of, getting over 
the difficulty. Although pritna facie the exemption limit appears 
to be high in comparison with England owing to the system there 
of allowances for wives and children, the exemption limit for a 
married man is higher in that: country.’* Further, owing to the 
fact that Indian income-tax differs from the English tax in that 
it does not distinguish between earned and unearned incomes, al- 
though the assessable limit in the case of a single person is higher 
in India, in the case of earned incomes the percentage taken as 
tax of the lower incomes is considerably higher here than in England. 
In fact, even in the case of unearned incomes, so far as the 
lower incomes arc concerned, say of Rs. 2,400, the comparison is 
to the disadvantage of the Indian assessee.” 

(ii) The progression of the rate of income-tax for intermediate 
incomes between Rs. 5,000 and Rs. 1,00,000 should be 
steepened. The income-tax gradation before 1931-2 stopped at 
Rs. 39,999. Sir Walter Layton proposed both to steepen the 
present gradation and also to carry it on up to a lakh. (This 
.suggestion has been largely carried out by the changes effected 
during 1931-2.) 

‘ As pointed out above, the exemption limit was once again raised to 
R.'j. 2,000 in the case of the income-tax .with effect from i April 1936. 

“ Seo Government of India.‘s Despatch pn the Simon Commission Report, 
Appendix II. ’ Ihld. 
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(iii) The exemption of agricultural inconies from income-tax 
should be removed by stages at specified dates. ^ The argument that 
land revenue is the counterpart of income-tax in other countries, 
and that to impose income-tax as well would be a form of doulfic t ax- 
ation, is not convincing, because land revenue cannot be increased in 
proportion to increased productivity even where there is temporary 
settlement, much less where there Is permanent settlement. 
Frequent and .substantial adjustments of land revenue assessments 
present serious political difficulties besides hitting the small holding 
equally with the large. An income-tax on agricultural incomes is 
not open to these objections. The present elaborate machinery for 
the maintenance of land records and for the administration and 
collection of land reveniie could be effectively utilized for estimating 
agricultural profits.* One of the advantages of the tax would be 
that, as a result of taking into account income from all sources — 
agricultural as well as non-agricultural — the non-agricultural in- 
comes of people owning land would be subjected to a higher rate 
of income-tax. Incidentally, the change would check the present 
tendency for savings accumulated in industry to be invested in land 
in order to escape taxation. 

As the income from all sources would have to be considered 
for determining the rate of assessment, the machinery of collec- 
tion and administration would have to be Central and the. rate 
would have to be fixed by the Central Government. But the yield 
could appropriately be assigned to the Province where it was 
collected.* 

Income from foreign investments is at present exempt from 
taxation unless it is brought back to India within three years. This 
provision should be mended as it i.s not only detrimental to the 
revenue hut is an inducement to send Indian capital overseas and to 
hold the income abroad until it can be brought home free of 
■■tax.'*: 

The Government of India have recently (October 1935) taken 

‘ The Taxation Enquiry Committee point out that the inequality 'between 
the lamlholtlers of different classes is aggravated by the absence of an income- 
tax bhagricuitural incomes or a death duty, which serves in the tnorp. advanced 
■ countries to introduce an element of progression in the land ta.x. 

“ See Simon Cemmiasion Report, vol. II, pars. 269-70. 

’ In their Despatch on the Simon Commission Report, the (lovernmeiit of 
India argue that in spite of the theoretical objections to the exemption of agri- 
cultural incomes, it has the sanction of long tradition and that dealings in land 
have always been conducted on the assumption that it would remain. They 
also point out that most hf .the local Governments are definitely opposed to the 
. remoyal of the' exeiription .andV regard it hs unlikely that this reform should be 
'put iilto effect in the near futuie (sec Despatch, par, 62). 

See Simon Commission Report, vol. II, par. 268. 
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steps to conduct a comprehensive review of the Indian income-tax 
system and administration by a committee consisting of two British 
experts and one of the senior Income-Tax Commissioners.' 

Six. Salt. — The salt revenue was inherited by the British Gov- 
ernment from its predecessors along with a large number of transit 
due.s: these were abolished in 1843, and the salt duty was at the 
same time consolidated and raised. Before 1882 the rate of the 
duty varied from province to province. In that year it was made 
uniform at Rs. 2 per maund, but was raised to Rs. 2-8 in 1888 in 
the period of falling exchange. It continued at that level down 
to 1903, when easier finances permitted its being lowered to Rs. 2-4. 
It was further reduced to Re. 1-8 in 1905 and to Re. i-o in 1907, 
at which level it continued till 1916, when financial stringency led 
to an increase in the duty to Re. 1-4. In the budget of 1923, the 
Government’s proposal to raise the duty to Rs. 2-8 was rejected by 
the Assembly but was carried through by certification by the 
Governor-General. In 1924, however, the Assembly exercised the 
option given to it by the Government in favour of x'educing the salt 
tax to Re. 1-4 per maund as an alternative to reductions in the Pro- 
vincial Contributions. The duty was raised to Re. 1-9 with effect 
from 30 .September 1931 by the .Supplementary Finance Act of 1931 
which Imposed a surcharge of 25 per cent on the existing rate.“ 
An unsuccessful attempt xytis made to reduce the basic salt duty 
of Rc. 1-4-0 to 12 annas (which would have meant a loss of Rs. 3J 
crores) by the Congress party in the Assembly in the Budget Session 
of 1935- The same party sought without success the complete 
abolition of the salt duty during the last (March 1936) Budget 
Session. 

We h,ave already indicated the different sources of salt in India 
and their relative importance (see vol. . 1 , ch. ii, §39). There are 
two principal methods of levying the duty on the salt produced in 
the country, (i) The Government either manufacture the salt or 
obtain a monopoly of the supply, requiring private manufacturers 
to sell it only to the Government. It is then sold by the Government 
on payment of the duty, (ii) Secondly, as in Madras, the Govern- 
ment levy an excise duty and allow the manufacturer to sell tlie salt to 
private traders or the consumers. Government factories are in some 
eases leased to private individuals who manufacture and dispose 
of salt under a licen.se from the Government. The total amount 
of salt consumed in India has varied in recent years between 5,15 
and 5,37 lakhs of maunds. The yield from the salt tax was between 

* For furtlier particulars see the Budget speech of the Finance Member 

(1936-7). par. 16. 

* See vol. I, ch. ii, §39, for the additional (Protective) Import Duty on salt., 
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Rs. 6 and 7 crores, which worked out at about 3-^- annas per head 
per annum, before the imposition of a surcharg-e of 25 per cent 
on the customs and excise duties on salt under the Supplementary 
Finance Act of 1931. The revenue from salt, estimated for 1935-6, 
was Rs. 87 crores. 

§12. Criticism of the salt tax, — ^I'hc salt duty, although it is 
ancient, is one of the most unpopular taxes in India. It has been 
justified on the ground that it affords the only means in a country 
like India of reaching the masses by direct taxation. It is an 
accepted maxim of stateci'aft that every citizen should contribute 
something, however little, to the expenditure of the State. This 
will help him to develop a sense of responsibility and prevent him 
from supporting wholesale and costly changes in a reckless fashion. 
To this, however, a reply may be made that there is already a direct 
tax, namely land revenue, which is paid by the large majority in 
India. In the case of those who do not pay land revenue, it 
is generally a safe inference that they are so indigent that the 
idea of taxing them should be given up in spite, of any political 
principle to the contrary. The principal objection to the salt 
tax _ is that it is a tax on a necessary of life, and a restriction 
in its consumption has an undesirable ellect on the physique 
of the people. The fact that successive reductions in the salt 
tax from 1903 onward have been followed by a considerable 
increase of consumption suggests that it had been kept at an 
unwisely high level before. It is a regressive tax since it presses 
more heavily on the poor than on the rich; for a comparatively 
larger proportion of their income is spent by the poor on salt 
than by the rich. The salt tax is often defended on 1he grround that 
it is an old tax, and that an old tax is no tax in the sense that from 
sheer habit people cease to think of it as a hardship. F-ssentially, 
however, the tax is undesirable and, though for practical reasons 
it may be impossible' to abolish it immediately, this should be 
definitely recognized as the goal of public policy, and steady ap- 
proaches should be made towards it. So long as the tax cannot be 
dispen.sed with, it should at least be maintained at as low a pitch 
as possible. '■ The existing machinery for collection makes it 
possible to .secure additional revenue from this source with 
comparative ease, but an increase should not be thought of except 
in case of grave emergency, and should last only during such 
emergency./.' 

§13. Opium.— -As already hinted above, opium was until 
recently a very considerable source of revenue, and the occasional 

' Dr R. P. Paranjpye suggested 8 annas per maund as the flonna! rate of 
the tax, See Taxation JEnquiry Committee Report, par. 168. 
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windfalls from this head were at one time notorious. With regard 
to the administrative aspect of opium revenue, the method of 
production and sale under Government monopoly was adopted in 
preference to heavy export duties, as being more satisfactory from 
the revenue point of view and as obviating the possibility of 
smuggling. 

'riu; revenue from opium until the end of 1935 was derived from 
three main sources: (i) the monopoly profits of the sale of opium 
manufactured in Government factories and intended for export to 
foreign countries; (ii) income from the export duty levied on the 
purchase of opium sent out from the Indian States of Rajputana 
and Central India; and (iii) profits of monopoly in the form of 
license fees or vendor’s fees derived from the internal consumption 
of opium in British India. This revenue was credited to or shown 
under the revenue from excise, and that from the first two sources 
under opium proper. 

In 1907, under pressure from Whitehall, the Government of 
India entered into an agreement with China, and undertook to stop 
the export of Indian opium to China in ten years by a progressive 
reduction every year. China was to restrict her own production of 
opium and curtail her imports from elsewhere. The period of ten 
years was .shortened by a further agreement in 1911, and since 
1914 there have been no sales on Government account for export 
to China. The curtailment of exports to China was effected at the 
dictation of the Secretary of State, who in his turn was influenced 
by strong agitation in England in favour of the suppression of 
opium traffic with China. It was said that in this manner British 
righteousness was satisfied at the cost of Indian revenues. It was 
also complained that China herself had failed to fulfil her part of 
the agreement and had been unable to decrease her own production 
of opium. All the same India perhaps ought to be satisfied that 
she has done her duty by China and should cease to regret the loss 
of revenue. The loss from the curtailment of the export to China 
was not felt immediately on account of the rise in price of the 
opium sold. But at present (1936-7), the revenue from opium is 
very much lower than formerly, being less than half a crore of 
ni]3ees as contrasted with the annual average of about Rs. 8 crores 
during the three years preceding 1913. It was announced by Lord 
Reading in February 1926 that the Government intended to abolish 
all exports of opium in future except for strictly medicinal purposes. 
With effect from April 1926, opium came to be exported under 
the system of direct sales to foreign and colonial Governments, the 
old system of auction sales in Calcutta having been discontinued. 
An import certificate was required in each case from the Government 
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of the country of import, as prescribed by the League of Nations, 
before exports were permitted. , The Government of India agreed 
to stop all. exports of opium before the end of 1935. Accordingly, 
as Sir James Grigg, Finance Member, pointed out in liis lUidget 
speech (1:936-7), the revenue from exports of provision opium has 
ceased .since the end of the calendar year 1935. Now the recciiits 
from opium will be confined to opium sold for consumption in India; 
Mdiich is strictly regulated. Internal consumption is, however, still 
high according to the standard laid down by the League of 
Nations. Altogether opium as a source of income has faded into 
insignificance. ■. 

Provincial He.ads of Revenue 

§14. Land revenue. — ^We have already dealt with land revenue 
in chapter XII of vol, 1 . The total amount of land revenue 
collected in British India amounted to Rs. 30'6S crores and the 
eharg-es of collection to Rs. 3’48 crores in 1932-3, as compared with 
Rs. 35-27 crores and Rs. 4-13 crores respectively in 1927-8. The 
drop ha.s been caused by the depression prevailing in the rural areas. 

§15. Excise. — ^'I'he excise revenue in British India is derived 
from the manufacture and sale of intoxicating liquors, hemp, drugs, 
opium and so on. It is levied in the form of a duty on manufacture, 
and fees for sale licenses. The major portion of the revenue is 
derived from country liquors. The system followed in regard to 
country liquor excise is that of granting by contract the rig’ht of 
wholesale supply for a district and selling by auction the right of 
retail sale. Two large distilleries in Bombay have been recently 
placed entirely under Government management, thus partly sup- 
pressing tlie contract di.stillery system. In 1861-2 the excise revenue 
was Rs. 1,78(61,570 and expenditure Rs. 13,53,470. In 1929-30 
the revenue reached the high figure of Rs. 20,41,23,285 and the 
expenditure Rs. 2,19,18,391. Whether this astounding increase of 
net revenue is to be looked upon as an index of growing drunken- 
ness is a matter of controversy. The Government explain it as 
being mainly the result of higher rates of excise duties, and a stricter 
control, though it is also suggested that some of the increase is 
due to the expansion of population and the greater prosperity of 
certain classes. In recent years, the excise revenue has considerably 
fallen owing mainly to the economic depressio,n. For example it 
yielded Rs. 14,99,69,000 in the year 1933-4. 

Public opinion in this country is, however, seriously alarmed 
at what it regards as an unmistakable sign of increase of drunlccn- 
ness. The Legislatures in the various - provinces are bestirring 
themselves to grapple -with the evil before it becomes even more 
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serious than at. present. The Bombay Council, for example, passed 
a JlesoliUion in July 1924 in favour of total prohibition of liquor- 
in Uveiity years. . , 

Althoug-h there is a general agreement that energetic and 
courageous action is necessary for suppressing the evil of drink, 
there is no sucli agreement as regards the means to be adopted for 
this purpose. The (lovernment have so far relied largely on the 
method of raising the price of liquor as high as possible, but not so 
high as to stimulate illicit production. Other steps taken to reduce, 
the consumption of country spirit are rationing, reduction in the 
number of shops, lowering the limits of possession, reducing the 
strength of the drinks supplied, curtailing the hours of sale, etc. 
Non-official opinion is inclined towards the restriction of quantity^ 
and it strict regulation of the number of shops, together with the 
policy of local option and consultation of local opinion, in preference 
to high rates of excise duties. The Bombay Government have 
already adopted the policy of issuing fixed quantities annually on 
a progressively diminishing scale, so far as country liquor is 
■ concerned. 

It has to be borne in mind that any impatient and drastic 
measures will be at tended with the double difficulty of immediate' 
and heavy loss of revenue and excessive expenditure for preventive 
establishment to put down smuggling and illicit distillation. These 
difficulties will clearly be most stupendous if complete, prohibition 
at one stroke were to be attempted. Another danger to be 
guarded against is Hint vice suppressed violently in one direction 
is apt to break out in another direction, and often in a very much 
worse form. Thus- it is complained that attempts to reduce the 
consumption of country .spirit have in some cases been attended 
with an increa.sed consumption of foreign liquor, and that people 
have even taken to methylated spirit in place of country liquor. 
The suppression of the evil, in order to be completely successful, 
must come as the result of a general realization on the part of the 
people that drunkenness is a crime, and this is a matter of educa- 
tion. It should be remembered at the same time, however, that a 
wisely directed excise policy, besides decreasing the opportunities 
for indulgence, will also exercise a definite educative influence. 
The argument tliat reform must come from within and not from 
without must not be pressed to the point of denying any utility 
to measures whose intention is to increa.se ; the difliculties of 
excessive indulgence in drink. Such measures arc useful at least 
in the case of those who :are not yet definitely addicted to the habit 
and who will be saved if they arc kept out of temptation’s way. 

'I'he practical statesman will bear in mind all these dangers and 
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difficullies that are likely to obstruct the path of reform, and his 
policy will aim at achieving a happy commingling- of daring and 
circumspection. He must honestly endeavour to relegate purely 
revenue consideration to a .subordinate position and, in .so far a.s 
this is done, we jnust expect a .steady reduction in the revenue 
from excise hereafter. In recent years the revenue has in fact 
been stationary or actually diminishing in most of the Provinces. 

§t6. Other sources of revenue. — (i) Stamps . — Stamp revenue is 
derived from judicial and commercial stamps. The former re- 
presents fees on plaints and other documents in Civil and Criminal 
Courts. The latter represents duties on commercial transactions 
recorded in writing, such as conveyances as to the transfer of 
property, lands, bills of exchange and so forth. The revenue from 
judicial stamps is held by some to be not taxation proper, being a 
payment for the services rendered by a costly department, namely 
the Judicial Department. The revenue from stamps in 1933-4 
amounted to Rs. 12,24,43,000 in British India. 

(ii) P'orests . — The revenue under this head i.s derived mainly 
from the sale of timber and other produce, grazing fees and license 
fees for permission to cut wood and other produce. The revenue 
is variable according to market conditions. Its future prospects 
are bright if the forests are properly nursed and exploited. The 
gross revenue from Forests (Central and Provincial) in 1928-g 
was Rs. 5-79 crores, and the charges Rs. 3-34 crores, of which the 
Provincial shares were Rs. 5-53 crores and Rs. 3'oi crores respec- 
tively. The revenue for 1932-3 declined to Rs. 377 crores, and 
the charges to Rs. a-gi crores, the Provincial shares being Rs. 3-58 
crores and Rs. 2-68 crores respectively, Thus, owing to the world- 
wide trade depression, the net profit from forests fell as low as 
Rs, 80-59 lakhs in 1932-3 and was only Rs. 77-53 lakhs in 1933-4. 
The Provincial Governments, to whom forests have been assigned, 
were making a large net profit of about Rs. 2^ crores per year 
until recent years of trade depression. The net annual revenue 
was only about Rs. 14 lakhs between 1864 and 1870. Large initial 
expenditure, however, is nece.ssary for ensuring a .still more sub- 
stantial and steadily growing revenue from forests. 

(ill) Registration, etc . — ^The revenue from registration is akin 
to judicial stamps revenue and is mainly derived from registration 
fees according to the value of the documents registered. Registra- 
tion is compulsory in the case of certain documents relating to gifts 
and transactions in immovable property, and optional in the case of 
others. Registration fees may he looked upon as payments for 
sci-vice rendered, the advantage lying in the consistency of delibera- 
tion, the publicity enforced on the parties and the provision of 
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£i record by way of satisfactory proof which may either prevent 
litigation or simplify its disposal by courts. The total revenue 
from this source is small (only Rs. 1-13 crores for British India in 

1933-4)- 

(iv) The Scheduled Taxes. — ^These are taxes which the Provinces 
have been empowered to impose at their discretion since the Re- 
forms. They have, however, not been much utilized, either because 
they are not very profitable or for other reasons. Betting and 
amusement taxes have been imposed in four Provinces, namely 
Bengal, Bombay, Madras and Burma. Their yield is inconsiderable, 
being only Rs. 40-66 lakhs in 1933-4. It is naturally highest in 
the large capital cities. 

§17. Public expenditure in India. — The following classification 
of public expenditure in India may be adopted. ‘ (i) National 
Defence : Expenditure on army, navy, air force, frontier or strategic 
railways, harbours and defence works; military operations such as 
frontier expeditions, etc. 

(il) Maintenance of, internal peace and order. — (a) Expenditure 
on police, courts of justice, jails ; (b) general administration ; 
(c) expenses with regard to collection of revenue; (d) political 
charges including the expenses of the legislative machinery ; 
foreign representation by consuls, ambassadors, etc. ; (e) pensions, 
furlough allowances, etc. 

(iii) National Development. — Expenditure for (a) moral and 
(b) for material development. Under the former may be included 
expenditure on education, including scientific and miscellaneous 
departments, medical and sanitation charges; under the latter may 
be included expenses on railways, in-igation and public works, 
agriculture and famine charges, posts and telegraphs, interest on 
public debt. [The interest on unproductive or deadweight debt 
should strictly be included under (i) or (ii).] 

§18. Statistics of public expenditure. — As an introduction to the 
discussion of public expenditure in India Ave give below some general 
statistics of expenditure, Central and Provincial. 

Table I below gives the principal heads of expenditure, Central 
and Provincial, charged against revenue in India and England 
in 1933-4- 

Table II gives the principal heads of expenditure. Central 
and Provincial, and the proportion of public funds which each 
absorbs- , : 

Table III shows the growth of public expenditure during the 
years .1838-9 to 1933-4. 
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TABLE I 

Exi*ENi;)iTuitE (Ckntual and Provincial) ctiARGEi) against 
Revenue in India and England in 1933-4 


In thousands of rupees 


Heads of Expenditure . | 

Central 

Provincial 

Direct demands on revenue 

1 4.21 >Sd 


Forest and otlier capital outlay charged to 

89 


rsvemiB 

7 .S 9 

RtiiUvay Revenue Account — | 



(Interest on debt, subsidies, Reserve, etc.) | 

3.3.03 , »7 

.34 

Railway Capital Account charged to Ruvonue 

. 


Irrigation, etc. — 

3,83 

6,42,69 

Revenue Account ... ... ■ ... 

Capital Account charged to Revenue 

23 


Posts and Telegraphs' — 

84.3S 


Revenue Account 


Capital Account charged to Revenue 

4.74 



Debt , .Services — 



Ititere,st on Ordinary Debt 



Deduct — Amount charf’eahle to Railways ... 

.D.a<L 45 


,, ,, Irrigation. ... 

2,57 

6, id,. IQ 

f Posts and \ 


" 11 1 Telegraphs ... 

SsAf 

... 

,i ,, Forests 

72 

14-31 

( Provincial 


" ” 1 Loans Fund... 

S,o,V ,55 


/■ Vizagapa- 

,, >) ] tarn Ilarhour 1 



( construction. 1 

17.71 


( Salt Depart- 1 



” ” 1 ment ... i 

■/.20 


f Hydro-Elec- i 



" ” 1 trie Scheme... \ 

■ , ... 

34-<)i 

Other . 

J Commercial 
” 1 Vnder- 



[ takings 

3.56 

1-65 

Remainder chargeable to Ordinary Debt ... 

-. 34.('>8 

2,36,35 

Interest on other , obligations 

9.63.2s 

3 , 00,00 


Reduction or Avoidance of Debt ... 

' 1 . 36,54 

Total Debt Services ... 

12,28,57 

3 . 77.52 



Heads of Expenditu 


Civil Administi'ation — 
General Administration 
Audit 

Administration of Justice 
Jails, etc. 

Police 

Ports and l-’ilotage t 
Ecclesiastical, 

Political i.. 

Frontier Watch and W,ard 
Scientific Departments 
Education 
Medical 
Public Health 
Agriculture 
Influstries 
Aviation 
Mi.scellaneous Deit.'u-tments 
Indian Stores Department 


Civil Administration — 

Capital outlay on Industrial Development 
charged to revenue ... 


Currency and Mint — ■ 
Currency 
Mint 


Total 


Civil Works — 

Civil Works 

Bombay Development Scheme ... 

Intfirest on capital on Hydro-Electric 
scheme.s 

Total .. 

Capital outlay on civil worlcs charged t 


Miscellaneous-^ 
fi'amine Relief 
Transfers to Fa 
Pensions, etc. . 
Miscellaneous 


Commuted pensions 
Military Services 
Extraordinary ... 


54.33 

^2.S5 

29.32 . 
1.35.44 

2,16,22 

66,21) 

2cj,gS 

23.33 

12 ,.iR 

28.39 

1.93 

13,36 


11,65,01 

3.48,91 

1,46,42 


1 Finance and Revenue Accounts of the Government of India, 1933-4 (Tables 
' Nos. '6 and 9). 

* Includes Rs. 3,10,68 expenditure in England. . 
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PERCIiNTAGE EXPENDITURE (CENTRAL AND PROVINCIAL) 



TABLE IIP 


Growth of Public Expenditure in India (Central and 
Provincial) 

In crorcs of rupees 


Year 

Amount 

Year 

Amount 

1858-9^ 

50-19 

1921-2 

222-02 

1870-1 .... 

49-39 

1923-4 


I88O-I 

52-64 

1924-5 ... 


i8go-i . ... ... 

51-98 

1925-6 

215-75 

iSgSrg 

58-29 

1926-7 ••• ••• 

221-82 

.1899-1900 ... ...j 

88-07 


218-73 

igo2-3 , ... ... 

78-34 



igiorii ... ■ ..... 

nS-12 

1929-30 ... 

226-Si 

1913-14 

124-34 

1930-1 ... 

230-42 

1916-17 ..... .••• 

147-07 

1931-2 

220-09 


190-61 

1932-3 

209-55 


218-67 


205-27 


' See India in 1953-3, /92./-J, 1936-7, iq28~g and 1930-r, 

“ See K. :T. Shah, Sixty Years of Indian Finance (second edition), p. 46 ; 
Simon Commission Report, vol. 11, par. 254; Statistical Abstract for British 
India, 1932-3, Table No. 57 j and Finance and Revenue Accounts of the 
Government of India, 1933-4. 
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§19. Criticism of public expenditure in India ^Tlie figures 

gfiven in labk; III above show a striking growth in public expenditure 
in India since the beginning of the present century, and more 
especially since 1913-14 until the recent years of economic depres- 
sion, which have made a reduction of expenditure to some extent 
inevitable. As the late Mr Gokhale pointed out long ago, an 
increase in public expenditure need not necessarily be a matter for 
regret and alarm. ‘Everything depends in this matter on the 
nature of the purposes for which the increase has been incurred 
and the results produced by such outlay of public money. In the 
United Kingdom, in France, in Italy^ — in fact almost everywhere in 
Europe — there have been large increases in national expenditure . . . 
but the increase in Indian expenditure . . . differs from the increase 
elsewhere in a most fundamental respect. While increased expen- 
diture in other countries, under popular control . . . has helped to 
bring increased strength and security to the nations, and increased 
enlightenment and prosperity to the people, our continually 
increasing expenditure has, under autocratic management, defective 
constitutional control and inherent defects of alien domination, only 
helped to bring about constantly increasing exploitation of our 
resources, has retarded our national progress, weakened our natural 
defences and burdened us with undefined and indefinite financial 
liabilities. Compelled to meet the demands of a forward imperial 
frontier policy and the exigencies of conquest, imperial defence and 
constant borrowing for commercial enterprises, often undertaken 
in consequence of the pressure of English commercial classes, our 
Indian Government has little money to spare, witii all its increase 
of taxation, for purposes of national education. Mr Gokhale 

attributed a large part of the increase in public expenditure to the 
distrust and suspicion created by the Mutiny, which led to the wider 
employment of costly British services both in the civil and military 
branches. The most serious growth in public expenditure was 
caused during the War and post-War period. Our expenditure on 
military services was already high enough, namely Rs. 29‘84 crores 
in 1913-14 but it ro.se by leaps and bounds to Rs. 43'S6 crores in 
1917-18, Rs. 66'72 crores in 1918-19, and Rs. 67'38 crores in 1920-1. 
Since then it has been reduced and stood at Rs. 54-92 crores in 
1927-8. The military budget was stabilized in 1928-9 for four years 
at Rs. 55-1 crores (net).® In March 1930^ the Finance Member 

' Written evidence of the late Mr G. K. Gokhale before the Welby Com- 
mission, iSgy. 

“ Xhe onset of the economic depression and financial stringency made it 
necessary to reduce the contract grant and to postpone the re-equipment pro- 
gramme. . 
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iirrang-ed with the military authorities to bring- the savings already 
made (since 193S) to the extent of Rs. 80 lalths into credit at once 
and to provide for the needs of the new programme (if army 
mechanization spreading it over five years. Thus the budget of 
1 930- 1 provided for a militar}' estimate of Rs. 5.4 35 crores plus Rs. 
15 lakhs for the Territorial Force. The, same process was i-epeated 
during the following year, extending the period for one year more, 
and reducing the figure to R.s. 53,63 laklis. In addition to this 
the budget proposals for 1931-2 provided for economics of Rs. 1,13 
lakhs, so that the Military Budget stood at the figure of Rs. 52^ 
crores. The Inchcape Committee (1922-3) had recommended an im- 
m'ediate reduction of military expenditure from R.s. 67-38 to Rs- 57'7S 
crores, and urged that the Government of India should not remain 
satisfied tvith this but should keep a close watch on the details of 
military expenditure so as to bring: it down after a few years to a 
sum not exceeding Rs. 50 crores if prices fell. The Simon Coni- 
missiou estimated that the army vote might drop to Rs. 52 crores 
when the present progi'amme of army mechanization was ended and 
thereafter would fall still further so as to conform to the lower 
level of prices, provided there was no change in policy. Large 
reductions in Defence expenditure have been made in recent years 
(though to some extent by emergency measures of a temporary 
character), the revised estimate for 1934-5 being Rs. 44-34 crores.’- 
The military budget for 1935-6 was Rs. 44-98 crores after allowing 
for military receipts. The methods of economy tliat have been 
suggested from time to time are reduction of the size of the army to 
the minimum required for strictly Indian purposes, and continuous 
and progrc-sslve Indianization so as to avoid expcn.slve recruitment 
in England through the British War Office and heavy iion-elTectlvc 
charges. The introduction of a short military sei-vice under the 
voluntary .system has also been suggested instead of maintaining 
the army during times of peace practically on a wtir establishment. 

Putting together Provincial and Central expenditure, the army 
accounted 101- 24-24 per cent of the total expenditure in IC932-3 (the 
percentage would be much higher if the Central expenditure only 
were to be taken into account). The argument from percenlages 
is not in itself conclusive as regards the question whether militarv 
expenditure, is heavier than it ought to be. Safety being a. matter 

‘This substantial reduction in the military expenditure in recent years 
has been due to the fall in prices,, revision of the pay to the British soldier.s, 

: contribution, of Rs. 2 crores by -the British- .Government toward.s Indian military 
expenditure in accordance -with the findings of the Capitation I'ribunal, post- 
ponement of equipment programme, .retrenchment and army pay cut (Finance 
-Member’s Budget speech, 1934-5). 
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of paramount concern frora the economic and every other point of 
view, almost every sacrifice must be undergone in order to secure 
it. The amount which a country must spend on defence will depend 
upon the. character and intentions of possible enemies, the extent of 
vulnerability of the country’s natural frontiers, etc. To show there- 
fore tliat the burden i.s crushing or that it is comparatively higher 
than what some other countries have to bear, is not necessarily to 
condemn the actual scale of expenditure. While all this is perfectly 
true, we must beware of making a fetish even of military efficiency. 
We must also remember that a very poor country like India must, 
within certain limits, be prepared to take risks for the sufficient 
reason that she cannot afford to aim at an absolutely perfect state 
of readiness to meet all conceivable contingencies. Complete 
national safety may be secured on these lines, but the burden on 
the people will be intolerable. 

Popular Indian opinion holds that all practicable economies, even 
though fully compatible with safety, have not been carried out 
consistently and that military expenditure has been allowed to swell 
to unreasonable limits with the consequence that nation-building 
activities have been starved. In spite of the Government’s protest- 
ations to the contrary, the belief is widely held that there is still 
considerable room for economy in military expenditure. It i.s 
remembered that the Government have always protested that the 
utmost economy is being practised. And yet the Inchcape Committee, 
in spite of the fact that its terms of reference did not allow it to 
consider certain fundamental aspects of army retrenchment, was 
able to recommend a substantial reduction and the Government did 
not find it impossible to carry out the economies and in recent years 
even to reduce the military budget much below the figure suggested 
by that Cummiltce. People naturally, though perhaps illogically, 
argue that the economies already effected prove that still more 
economics are practicable. So long as the military administration 
remains outside the control of the chosen representatives of the 
people and so long as no Indians are tidmitted within the inner 
councils of the army, so long is this attitude bound to persist and 
military expenditure continue to figure as one of the major popular 
grievances against the Government. 

The enormous increase in the expenditure on civil administra- 
tion has been another never-ending subject of criticism, the general 
complaint being that the Indian administration is one of the cost- 
liest in the world and that the scale of salaries and allowances given 
to the higher services, until recently manned largely by Europeans, 
is excessive. The Reforms have further added to the costliness of 
the administration in a variety . of ways. , The . increases, in salaries, 
n— 30 
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allowances anti other concessions granted by the Lee Commission 
(1924) and estimated to add to the national expenditure to the 
extent of Rs. i-i crores annually, have been criticized as wholly 
unjustifiable on the ground that the original scales of pay were 
so high tliat no revision was called for in spite of the rise 
in prices. The present fall in prices lends further point to this 
criticism. The real remedy is rapid Indianization with a reduction 
in the scale of salaries. The economies elfectecl in this manner 
will not be attended with any fall in efficiency provided the principle 
of communal preferences is either abandoned or applied as sparingly 
as circumstances permit. If preferences have to be given to certain 
communities in public employment, certain minimum qualifications 
should be insisted upon, and, as far as possible, selections even 
within a given community should be governed by competitive tests. 

It is thus of the greatest importance that there should be a 
rig-orous pursuit of economy in all the branches of administration, 
and those in charge of public funds should realize, in a fuller 
measure than is usual, the fiduciary position which they occupy 
with regard to the taxpayer and display a more exact diligence in 
the manner in which these funds are administered. We must how- 
ever add that , it is equally necessary that the folly of unlimited 
and indiscriminate parsimony should be recognized and expenditure 
should be as liberal as possible on departments like education, ‘ 
agriculture, industries, and irrigation. For unless money is freely 
spent on them the economic uplift of the people cannot be achieved. 

§20. Burden of taxation. — The Statistical Abstract for British 
India (1932-3) gives the following figures bearing on the burden 
of taxation per head in British India: 


In lakhs of nipees 


■ 1 

iga2-3 j 

1 « 925'6 ' 

1927.8 j 

1932-3 

Total taxation, Central and Provin- 
cial (including land revenue*). 

Payment per head based on Census 1 
population in 1931“ and assuming 
that the whole taxation is paid by 
the inhabitants of British India. 

1.32.79 , 

■■■’VI 

Rs. AS. P. i 
S 4 5 

1,40.12 

[Rs. AS. P. 

|5 . 7 

Rs. AS. P. 

5 5 0 

1.39.23 

i,', 

iRs. AS. p. 

S" , O' '6 

’ In Great Britain, the expenditure per 

head on 6' 

ducation is 

£2 15s. 


In British India it is less than ninepence. Simon Commission Report, vol. 11 , 
par. 338.;''. . . 

, * We have already referred to the view , of the Taxation Enquiry Com- 
mittee that laritl; reyenuerought 'to' 'be ; regarded as part' of the burden of taxa- 
tion. Ante, vol. I, ch. xii, §28. 

’ Population figures for the intercensal period have been worked out on 
the assumption of a constant geometric Increase. 
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Sir Piirshotanulas Thakurdas, in his speech as a member of the 
commercial deputation on retrenchment, g'ave the following' estimates 
of the incidence of taxation. 

1871 Rs. 1-13-9 1911 Rs. 2-11-3 

1S81 ,, 2- 2-3 1913 ,, 2-14-5 

190' >» 2- 6-6 1923 ,, 6- 1-8 

According to these figures the nominal incidence of taxation in 
1923 was more than double what it was in the pre-War period. 
But whether this represents a real higher burden depends on the 
figures we adopt for the per capita incomes for the two periods.^ 

It is sometimes argued that because the per capita incidence of 
taxation in India bears a lower ratio (8 per cent) to the income per 
head (Rs. 80), therefore the Indian burden of taxation is light as 
compared to countries like Great Britain where the proportion of 
national Income absorbed by taxation amounts to more than 20 per 
cent. Thi.s is however a superficial view, because the lower propor- 
tion of a low national income may represent a very much heavier 
burden than a higher percentage of a high income. Another 
obvious point is that the relative pressure of taxation in different 
countries cannot be considered apart from the nature of the services 
rendered by the state to the people in return for the taxes it 
levies. 

§21. Distribution of the burden of taxation. — The problem of 
the incidence of taxation is one of the most complicated in economic 
science and is rendered more so in India owing to lack of precise 
statistical information regarding the income per capita and the 
distribution of the national income. In these circumstances the 
Taxation Enquiry Committee are thrown back on such general con- 
siderations about incomes and standards of living of typical classes 
of the population as a prudent Finance Minister would examine 
in framing or revising a scheme of taxation. They select a few 
typical classes of the popuhation and offer certain tentative con- 
clusions regarding their position as it exists at present and as it 
would be in the event of certain changes in the taxation system 
being- introduced. The Committee find that the burden on none of 
the classes is oppressive, though its distribution is unequal. Some 
of them escape their proper share of taxation, for example, the 
bigger landlords and the village trader, who might well be brought 
within the scope of further taxation by a more general and a more 
efficient administration of the circumstances, property and profession 
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taxes.' Before the War, taxation was very unevenly clistriliuted 
between the clilTerent classes of the community. I'hc poorer sections 
of the community bore the brunt of the burden in connexion with 
the land revenue, salt tax, excise duties, .stamps, etc., while the 
richer sections were able to resist their ju.st share of taxation. I'lie 
War and the post-War changes in taxation, while they have 
certainly increased the burden on the masses, have partially re- 
moved this blot on the taxation system of the country and made 
the incidence somewhat more equitable by the introduction of a 
graduated income-tax and super-tax, the levy of special import 
duties on luxury articles, etc. A considerable degree of inequality, 
however, still persists, as is illustrated by the following fig-urcs 
worked out by Professor K. T. Shah with reference to the year 
1923-4.= 

In crorcs of rufces 


Amount of the tax burden borne by 


1 the rich strain 

the poor strata 

Customs 

Land Revenue and irrigation ... 

Income-tax 

Salt 

ao 

ao.i 

"i.-l 

at-i ' 

Fore.sts and registration 

Stamps . ... 

Railways 

Post Office ■ ... 

. 33 

S ' 

, S 

6i 

Hi 

Municipal Taxes, ... ... . ... j 

District Board Taxes 



Total ... 1 

' ' ■ 1 

167 


From this table Professor Shah concludes that ‘economically 
the weaker and less able section hears pecuniarily the largest 
proportion of the tax-burdens of India. Allowing for some quid 
pro quo in some of the above items (Railways, Post Office, etc.), we 
may yet say that while the richer class pays Rs. 100 crores in 
revenue, the poorer pays Rs. 130, that is, in terms of wealth 


' See Taxation Enquiry Committee jEe^ort, pars. 478-92, 

" .See Shah and Khambatta, Wealth and Taxable Capacity, pp. 289-91, 
and Shall, Sixty Vcofs o/ Indian Finance (second edition), pp. 373-4. 
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deduction; while from the average family income of Rs. 1,000 per 
annum and over, the tax deduction aggregates Rs. too crores out 
of a total of Rs. 600 crores of wealth enjoyed by less than a twenty- 
fifth of the population, the remainder of Rs. 150 crores is deducted 
from a total wealth of about Rs, 1,000 or 1,200 crores enjoyed by 
the g6 per cent of the remaining population. This distribution can 
scarcely be considered to be either economical or equitable’. 

The Taxation Enquiry Committee made various proposals to 
redress the inequalities,^ such as higher rates of taxation for 
incomes from 1,000 to _;^io,ooo; reduction of the exemption 
limit for the super-tax to Rs. 30,000; a new rate of super-tax; 
reduction of the exemption limit in the case of a joint Hindu family 
to Rs. 6o,qoo, etc.“ They favoured the removal of the duties on 
kerosene and sug-ar as pressing disproportioiiately on the poorer 
sections of the community. As likely to be borne mostly by the 
richer classes, tliey sugg-ested an excise duty on aerated waters, on 
cigarettes and pipe tobacco, licensing for country tobacco, increase 
in the license fees for firearms, etc. 

§22. T«Txable capacity. — In the words of Sir, Josiali Stamp, 
‘taxable capacity or fund is measured by the difference between the 
two quantities — the total quantity of production and the total quantity 
of consumption’.'’ In the case of India the standard of consumption 
is very low, but, as we have seen, production also is very low, so 
that the difference between the two gives us a very small margin 
of taxable capacity, It is, however, impossible to estimate this 
margin with any degree of precision. In discussing the national 
income of India we have already commented on the paucity and un- 
reliability of the available statistical data, and this makes it possible 
for people to pick and choose their evidence and present a bright or 
gloomy picture, as may suit them, of the economic condition of the 
masses. For obvious reasons the same remarks apply to calculation.s 
of taxable capacity. However, we give the following calculatioiT* 
rather as illustrating the method of computation than as a thoroughly 
dependable estimate of taxable capacity on whicli actual practical 
policy might be based. 


* The Committee were appointed in 1924 to examine the manner in 
wliich ihe burden of taxation was di.striibuted and to consider inter alia whether 
the, whole scheme of taxation. Central, Provincial .and. Local, was scientific 
.nncl : equitable. , : 

’ These suggestions have been largely carried out as a result of the Budget 
proposals for '1)331-3. ’ ' 

’ Stamp, Wealth and Taxable Cafiacity, ■ p. 114. 

•‘ Taken from Kindlay Shirras, 3’hc Science oj Public Pinanesj p. 146. 
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Taxable CAPACITY OF Bkitisii India 


In lakhs of rupees 


Details 

(Census 

1911) 

1. 

a' distinctly | 
bad year) j 

(tSIor 
agriculture, 
but year of 

depression) 

t. Income : 

Agricultural 

1412,00 j 

1715.00 

1983,00 

Non-agriculturai 

530,00 

883,00 

883,00 

Total income 

1942,00 

2598,00 

2866,00 

2. Allow for niinimum consumption 




4. Allow for replacement of, and 

141.00 

172,00 

198,00 

3. Allow for seed and manure 

ordinary additions to, capital ... 

25.00 



S. Taxable capacity (i, z, 3, 4) 

562,00 

t6r,oo 

393.00 

6 , Tax revenue : 

Central and Provincial Govern- 

79.83 

130,15 

133,30 

Local bodies 

7.17 

11,64 

11,64 

Total :.. 

87,00 

141.79 

146,94 

7. Expenditure on internal debt : 
Central and Provincial Govern- 

S.61 

21,04 

24.27 

Local bodies 

1,70 

, 2,34 

2,34' 

Total 

7.31 

23,38 

26,61 

g. Effective taxation (6 — 7) 

79.<39 

118,61 

129,33 

9. Balance (5 — 8) 

482.31 

42,39 

272,64 


The figures for taxable capacity and the balance of it still 
remaining untaxed which emerge from the above calculation must 
not lead the reader to suppose that it gives ihe practical limit to 
which taxation could be increased, if necessary. Sir Walter Layton, 
however, observes in this connexion that ‘thougli the population of 
India consists in the main of extremely poor people, it is at the 
same time a country In which there are large accumulations of 
wealth on which the bui-dcn, of government rests very lightly. . . . 
The public revenues of India can be substantially increased without 
taxation becoming intolerable, provided its incidence is adjusted to 
the capacity of the tax-payers to pay and that heavy additional 
burdens are not put upon primary necessities’.^ The present, how- 
ever, is scarcely the . time for imposing additional burdens , light- 
heartedly as all classes have been badly hit by the depression. 

‘ Dr P. J. Thomas in a recent {1,936) lecture on ‘India’s Financial Position’ 
pointed out that while ‘taxation in India was believed to be heavy, there were 
still sources on: which tax-burdens fell lightly, and a reorganization of the 
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§23. Recent Indian finance. — Owing- to limitations of space it 
is impossible for us to enter into anything like a detailed history of 
Indian finance under the East India Company and the Crown. The 
confu.sioii between the commercial and administrative accounts 
under the East India Company ; the chronic deficits which character- 
ized the administration of the Company; the financial burdens of 
the Mutiny; the appointment in course of time of a separate Finance 
Member ; the gradual progress in financial decentralization ; the 
embarrassments caused by famines, frontier wars and fall in ex- 
change; the loan policy of the Government; the budget surpluses of 
the pre-War years, roughly since the beginning of the present century 
—these are some of the topics belonging to the history of Indian 
finance. We shall have something to say on one or two of these 
in greater detail, but for the present we propose to take note of 
the principal happenings in the domain of Indian finance since the 
outbreak of the War. 

The smooth course of India’s pre-War finance and the era of 
budget surpluses came to an end abruptly with the outbreak of the 
War. 

The subjoined tables give the total Revenue and Expenditure 
(gross) of the Central Government before and after the 
Reforms. 

TABLE F 


In crores of rupees 


Year 

Revenue 

li 

w 

Surplus (+) 

Deficit (— ) 

Year 

Revenue 

Expend!- 

Surplus (+) 

Deficit (— ) 

1914-15 

■ 76-15" 

78-83 

-2-68 

1918-19 

1,30-40 

1.33-13 

-5-73 

1915-16 

So-oi 

81-79 

-1-78 


1.37-14 

r,6o-79 

-23-65 

1916-17 ,, 

98-53 

1,18-70 

87-31 

1,06-57 

-I-I1-22 

-i-I2-13 

igao-i 

1.35-64 

1,61-64 

j —26-00 


tax basis might increase revenue and make the incidence more equitable. 
Even land revenue could be made to yield more by a reorg.anizatioii of the 
basis of assessment and by a readjustment of the incidence as bet-ween the 
different crops and tracts. When the spending of money .was controlled from 
Whitehall, there were difficulties in raising certain taxes, but with the grant 
of Provincial autonomy a bolder taxing policy would ibe , practicable. Fresh 
sources of taxation like succes-sion duties, and terminal taxes had been .set 
apart in the (7iovernment of India Act (1935) for the use primarily of the 
Province.s, and to this might be added tobacco and agricultural incomes. Wlien 
these sources were tapped, there would.be ample funds for a forward economic 
policy in the Provinces’. , : . ^ v i 

‘ These figures are exclusive of special items, such as tran-sfers from and 
to the Revenue Reserve Fund and the appropriation of the balance at the credit 
of the German' .Liquidation Account..;. . .. .; 
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TABLE IP 


In cfores of rupees 



The dislocating effect of the War on trade and industry was 
immediately reflected in the conversion of the surplus of Rs. i'8 
crores to a deficit of Rs. 2‘6 crores in 1914-15. The budget for 
1915-16 also showed a deficit of Rs. I'y crores. As the War was ex- 
pected to' last only for a short period, the Government decided to 


' Central Budget for ig3S-6, p. loj. 

’ After adding z'gG translerred to Revenue Reserve Fund. 

■' After deducting 2-22 transferred from Revenue Reserve Fund. 

‘After deducting 074 transferred from Revenue Reserve Fund. 

“ Amount transferred to the Earthquake Fund j 0-62 out of this was utilized 
for debt redemptioo. ■ 

“ I'dg transfer of jute export duty, o-lS match excise duty for Burma, O'os 
for grant.s to Provinces from sugar excise duty and a-gi for certain transfers 
such as Road Fund, Rural Uplift Grant, etc. 

’ 179 transfer of jute duty, ooS match excise duty for Burma and 0'06 
for grants to Provinces from sugar excise duty. 
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meet the deficit by temporary borrowing and by drawing on the 
balances in England, in order not to disturb the existing level of 
taxation. The programmes of capital expenditure on railways and 
irrigation were, also considerably reduced. The expectation, how- 
ever, that the War would be a short-lived one was doomed to 
disappointment. Important changes in taxation in the budgets 
of tgib-iy and 1917-18 became inevitable, and rigid economy was 
ordered in all the departments except the army department. The 
budget for 1916-17 provided for an increase in customs duties, 
income-tax, salt duty and excise duties. We have already dealt 
with the details of War taxation of this and the following years. 
In the budget for the year 1917-18 further increases in taxation 
became necessary In order to meet the cost of the War contribution 
of p^'ioo millions to his Majesty’s Government. The contribution 
was to be provided for by raising War loans in India, as the 
English money market was fully occupied with the British War 
demands, and by taking over a part of the British War debt to the 
extent that the Indian loans fell short of the promised amount. 
The War contribution involved an annual burden of Rs. 9 crores 
for intere.st and sinking fund charges, and to meet this, increased 
taxation was resorted to in the form of the super-tax, rise in the 
cotton import duty to 7^ per cent, doubling the export duty on jute 
and levying a surcharge on railway goods traffic. The increase of 
taxation and excessive caution in framing the budget,, together 
with retrenchment, resulted in a large surplus in the year 1916-17 
(Rs. ii-a crores) and 1917-18 (Rs. 12-12 crores). There was no 
necessity, therefore, to resort to further taxation in 1918-19, though 
the existing level of taxation was maintained. In 1918-19, however, 
owing to the promise by the Government of India of a further 
War contribution of ;^45 millions (a figure which was ultimately 
reduced), additional taxation became necessary and the excess- 
profits tax was levied for one year. During the period 1914-15 to 
1918-19 the Central revenues showed a substantial increase from 
Rs. 76-1 crores to Rs. 130-04 crores and Central expenditure from 
Rs. 78-8 crores to Rs. 136-1 crores. 

Tire most acute problem of war finance was created by the large 
disbursements which the Government of India had to make on 
behalf of the British War Office, aggregating to £z\o millions 
during 1914-19. The .Secretary of State; as we have seen, had to 
sell Council Bills beyond his requirements to finance the essential 
exports, and the joint strain of the large War disbursements and 
the encashment of the Council Bills created a difliciilt situation 
with regard to the ways-and-means programme. The principal re- 
sources were the proceeds of War loans in India, the Central and 
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Provincial surpluses which had accrued, the issue of Treasury Bills, 
the expansion of paper currency against the holdings of the British 
Treasury Bills in London and later on against the ‘created secu- 
rities’, and lastly the heavy coinage of silver obtained from the 
United Slates under the Pittman Act.’ 

§24. Deficit budgets — In contrast with the budget surpluses 
which especially characterized the pre-War period, there now set 
in a succession of deficit budgets both in Central and Provincial 
finance. In five years the aggregate deficit in the budgets of the 
Central Government alone amounted to nearly Rs. 100 crores. On 
the top of the additional expenditure due to the European War, 
there was also the trouble caused by the wanton invasion of India 
by Afghanistan, which cost the Indian exchequer several crores of 
rupees. Again, the cost of civil and especially of military adminis- 
tration went on increasing year after year. The expenses of rail- 
way operations also showed a heavy increase, and the railway 
receipts su&erecl owing to the post-War trade depre.ssion which 
followed on the heels of a short-lived boom. Apart from diminished 
railway receipts there was the decreased yield from income-tax. 
The combined elTect of all these factor.s was seen in the continuance 
of heavy deficits in spite of large Increases in taxation between 
1914 and 1922. 

In 1922-3 the Retrenchment Committee was appointed to 
suggest means of reducing the overgrown expenditure of the Central 
Government. The Committee suggested several cuts aggregating 
Rs, 19:} crores as follows: — Military expenditure, Rs. io'5 crores; 
Railways, Rs. 4'5 crores; Civil Administration, Rs. a'lg crores; 
Posts and Telegraphs, Rs. i‘3 crores.^ In 1923-4, a reduction of 
Rs. 6‘6 crores in the non-military expenditure and Rs. S’75 crores 
in military expenditure was effected. But this did not suffice to 
restore budget equilibrium ■ and, as we have seen, the Viceroy felt 
compelled to double tlie salt tax from Rs. 1-4 to R.s. 2-8. In 1923-4 
the tide turned and there was a temporary reversion to the old 
tendency of surplus budgets due to excessive caution in revenue 
estimates j the stabilization of the rupee at is. 6d., the retention of 
the high level of taxation previously introduced and the gradual 
recovery of trade and industry. These surpluses were utilized to 
abolish Provincial contributions and reduce the unproductive debt. 
Since 1927-8, however, budget equilibrium was again disturbed 
and, as the Finance Member pointed out in his budget statement 


' S. G. Pananslikar, Economic Consequences of the War for lMf/ia, pp, ig4- 
^ See liefort of the Retrenchment Committee, part XI, par, S. 
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for T930-1, excluding transfers from the Revenue Reserve Fund 
and eliminating exceptional items and windfalls such as the repara- 
tions share of India, etc., it could be seen that, since the final 
remission of the Provincial contributions there had been a succes- 
sion of deficit years, and the gap caused in the revenue by the 
remission of contributions had not been fully filled even if an 
allowance was made for the depressed trade condition.s. Thus 
in 1927-8, the deficit amounted to Rs. 2,21 lakhs, in 1928-9 
to Rs. 1,06 lakhs, and in 1929-30 to Rs. 1,56 lakhs. The gap 
was closed either by transfers from the Revenue Re.serve Fund 
(which was thus completely exhausted) as in 1927-8 and 1928-9, 
or by the German reparations payment as in 1929-30. This 
fact, coupled witli a fall in the contribution from the railways to 
the General Revenues, essential new services and demands involving 
Rs. 1,46 lakhs (such as census operations, a grant for agricultural 
research, a special fund to finance measures for the management of 
sugar cultivation, a Banking Enquiry, better provision for the pay- 
ment of bonus on cash certificates, broadcasting, the appointment 
of Indian Trade Commissioners, etc.) created a deficit of Rs. 5,52 
lakhs on the basis of taxation in 1929-30. Even after effecting 
reduction in the aggregate of Rs. 1,42 lakhs (Rs. 62 lakhs, civil 
estimates; and Rs. 80 lakhs, military estimates), a net deficit 
of Rs. 4,40 lakhs had to be faced, and additional taxation (noticed 
above in §§5 and 9), amounting to Rs. 5,10 lakhs had to be imposed 
in 1930-1 thus leaving a surplus of Rs. 70 lakhs, which was pro- 
vided for as a margin of .safety.'- 

§25. Indian finance in the years of depression and after. — As ' 
the figures given below show, an acute financial crisis overtoolc 
the Central Budget (as indeed most of the Provincial Budgets) in 
1930-3, owing mainly to the prolonged and severe economic 
(.lepression and the heavy fall in prices. This led to very serious 
deterioration of many of the important revenue heads^ such as 
Customs and taxes on income, and adversely affected the earnings 
of commercial departments like Railways and Posts and Telegraphs. 
The situation was for some time aggravated by special factors — 
internal disturbances and uncertainty caused by the prospect of 
fundamental constitutionaT changes. : 

We may now mention the outstanding figures regarding Central 
finance in recent years. The revised estimates for 1930-1 revealed 
a net deficit of Rs. i3'56 crores as against a final budgeted 
surplus of Rs, 86 lakhs. The deficit on the basis of 1930-1 
figures of revenue and expenditure was expected to be Rs. i7'24 

I .See Budget Statements for 1929-30 and for 1930-r,, 
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crores, which the Finance Member proposed to reduce, liy re- 
trenchment in military expenditure of Rs. i‘75 crores and o-q8 
crores in civil expenditure, to i4’5i croi'e^ in 1931-2. The ddi- 
clt was to be covered by I4‘S3 crores of tiixea, of which Customs 
duties were calculated to/ yield 9-82 erpres and income-tax 5 
crores, thus providing- for /31, lakhs of sufplus. These calculations 
were very largely upset |dviring the next six months, and an 
emergency arose from the|ract that the /previous (March 1931) Bill 
would not yield sufficient ihcome to meet the Government’s needs, 
'lo meet the emergency^ Sir George Schuster introduced a 
Supplementary Finance Bill in the; Assembly in September i93i- 
It wa.s to remain in force for a period of i8 months (till March 
1933). The deficit for 1931-i was expected to be Rs. 19-55 crores 
and for 1932-3 Rs. 19-50 crores. Thus a total deficit of Rs. 39-05 
crores had to be repaired diir/rig- a period of 18 months. This gulf 
was to be bridged to the /extent of J by retrenchment and an 
emergency cut (10 per ccijf) in Valaries, and to the extent of | by 
more than Rs. 32 crores pH new taxation. The changes in taxation 
affecting customs duties And income-tax have already been noticed. 
A surcharge of on/ all existing excise duties, including salt, 
and increased postal ptes (one anna three pies for a letter and nine 
pies for a card) w^e other measures of additional taxation. The 
Bill was considered" in a special sefesion of the Central Legislature 
in November 1931? and had to be coi-tified by the Governor-General, 
as certain items (such as the increase postal rates and the increased 
duty on the ii^ports of machinery, \etc.) were not ratified by tlie 
Assembly. / \ 

The iinm/diato object of the Sufmlcinentary Budget was thus 
fulfilled and/ the gap in the budget was not only filled up, but, 
as the actual figures for 1932-3 revesfied, there was a surplus of 
Rs. 1,55 If/khs after providing nearly 1&. 7 crores for reduction of 
debt. This result was secured partly by Betrenchment, but mainly by 
additional heavy taxation aggregating Kk. 42 crores in three years 
(5 crorei in 1930-1, 15 crores in the budffot of 1931-2 and 15 crores 
in the .Supplementary Budg'et — 1931 Octoraer to 1933 March). The 
Budget! for ^933‘4 restored half of the »ay cut and the Budget 
for igjs-b provided for the full re.storaticfc of the cut. This wa.s 
criticized on the ground that the claims if the taxpayer and of 
trade arid industry to obtain relief from thfe high level of taxation 
ought to have been considered first. The wear 1933-4 showed a 
surplus of Rs. 3,72 crores after the reduced piovision of Rs. 3 crores 
for debt reduction, had been made, Thisl surplus was largely 
transferred to the Earthquake Fund to finance relief measures in 
respect of the damage caused by the earthqualie in Bihar and Orissa 
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in 1934. Tht; only relief the taxpayer secured was a reduction in 
the rate of income-tax from 4 pies to 2 pies on incomes between 
Rs. .1,000 and 1,499. On the other hand, the Budget for 1934-5 
introduced new taxation (sugar and match excise duties). The 
sugar excise was intended to meet a deficit of Rs. 1,53 lakhs in the 
revenue. The export duty on raw hides was, however, abolished and 
the .silver duty was reduced to 5 as. per ounce. The revised estimates 
for 1934-5 showed a material improvement over the original fore- 
cast, and a surplus of Rs. 3,27 lakhs was expected, owing mainly 
to the improved yield from customs duties on sugar, textiles and 
artificial silk. This non-recurring surplus was to be utilized for 
the following objects: (i) The grant of one crore of rupees (to which 
Rs. 13 lakhs was added later) to the Provincial Governments for 
constituting a fund for the. development and improvement of 
rural areas; (ii) the addition of a sum of Rs. 40 lakhs to the 
Government of India’s reserve in the Road Development Fund ; (iii) 
expenditure of a sura of Rs. 25 lakhs on schemes of development in 
tribal areas on the North-West Frontier; (iv) Rs. 20 lakhs for the 
development of broadcasting' ; (v) the balance of Rs. 13 lakhs together 
with the Rs. 62 lakhs from the surplus of 1933-4 to be utilized 
for the reduction of debt. The Budget estimates for 1935-6, on 
the existing basis of taxation, showed a surplus of Rs. 1,50 lakhs 
which was available for tax reduction. The abolition of the export 
duty on raw skins reduced the surplus to Rs. 1,42 lakhs. In 
pursuance of their promise that after the removal of the pay cut 
the first relief to be afforded to the taxpayer would be the removal 
of the surcharge on the income-tax and super-tax (the tax on small 
incomes being treated as a surcharge for this purpose), the 
Government provided for a reduction in the surcharge and the tax 
on small incomes by one-tliird at a total cost of Rs. 1,36 lakhs, 
thus leaving a nominal surplus of Rs. 6 lakhs. 

The Budget Statement for 1936-7 revealed a series of .surpluses. 
The surplus for 1934-5 turned out to be bigger than was originally 
anticipated, the actual surplus being Rs. 4,95 lakhs as compared 
to tlie revised estimate of 3,27 lakhs. This was mainly due to an 
increase of 1,50 lakhs under customs and excuse, better yield from 
income-tax and larger receipts from Post and Telegraphs. The 
revised estimate for the financial year 1935-6 showed a surplus of 
Rs. 2,42 lakhs instead of the Budget estimate of 1,42 lakhs. Here 
again the improvement was due to the higher yield from the import 
duty on sugar, which had . not fallen as much as it was expected 
to do, better receipts from the income-tax owing to trade recovery 
being greater than expected, and improvements under certain other 
revenue heads, The surplus for 1936-7 is estimated at Rs. 2,05 lakhs. 


I’lie Budget is expected to balance in the year 1937-8 and to show 
a surplus of Rs. 2,00 lakhs in the following year, 1938-9. No new 
taxation will be necessary for the inauguration of constitutional 
reforms in the Provinces, and relief of taxation In the year 1936-7 
and the coming year is possible. 

A few words may now be said regarding the utilization of the 
excess surpluses of the years 1934-6. The excess surplus of Rs. 1,73-^ 
lakhs for the year 1934-3 gfoes to Rural Development in consequence 
of the Assembly’s agreement (a year ago) that any surplus should 
thus be disposed of. The following grants have been made: (i) 
Agricultural Research, Rs. 30 lakhs; (ii) Prevention and cure of 
malaria, 10 lakhs; (iii) Cottage and small woollen industries, 5 lakhs; 
(iv) Broadcasting in villages, 20 lakhs; (v) Provincial Rural schemes 
i,o8J lakhs. The surplus (revised estimate) of Rs. 2,42 lakhs for 
the year 1935-6 is to be utilized for (i) Initial building equipment in 
Sind (17^ lakhs) and Orissa (27-^ lakhs) ; and (ii) Reserve Credit 
for assisting the Central Budget in the first year of Provincial 
autonomy. The estimated surplus for the year 1936-7 of Rs. 3,05 
lakhs has been used (i) for giving the much-needed relief to the 
small income-taxpayer by abolishing taxes on incomes below 
Rs. 2,000; (ii) for reduction by half of surcharges on income-tax 
and super-tax (see also §9) ; and (iii) for increasing the weight of 
a letter carried for one anna from half a tola to one tola ; 

, leaving on hand a small surplus balance of Rs. 7 lakhs.’- It is 
unfortunate that the Government were not able completely to abolish 
the sui'charg'es on income-tax and super-tax, which undoubtedly 
weigh heavily on trade and business. It may be hoped that this 
relief will be granted in the next Isudgct in spite of the suggestion 
of Sir Otto Nicmeyer to retain the surcharges (see §53 below). 
In view of the series of Budget surpluses indicated above it Is 
necessary to emphasize the need for reducing the burden of special 
taxation imposed during the financial emerg-ency of i93i>3. 


’ The following figures will be found useful in this connexion : 

BUDGliT OF THE GOVERNMENT OF INDIA 
In lakhs of rupees 



1934-S 

(Actuals) 

: I93S-6 

(Revised) 

1936-7 

(Estimates 
as presented) 

Revenue : • ■; , , .. 

1 

,;i. 24.37 

1,22,77 

'Expenditure - 

1 

1 , 21,95 

1,22.70 


+ 4 . 9 S 

y +2,42,., 

4-7 


§2(5, Centra! ((icneral) Budget. — We give below a general 
statement, of revenue and expenditure charged to revenue, of the 
Central Government for 1935-6 with actuals for 192 1-2 for 
comparison. 

Central Budget 


In lakhs of rupees 



(.Actuals) 

'935-6 

(Budget 

mates) 

■ 

1921-2 

(Actuals) 

'935-6 

(Budget 

esti- 

mates) 

Revenue 



Expenditure 



Principal Heads of 

Customs 

Taxes on Income 

.Salt 

Opium 

Other Heads 

34.4t 

18,74 

6.34 

3.07 

S'. 84 

8173 

6 i 

1,91 

Direct demands on 
the revenues ... 
Forest and othei 
capital outlay 

charged to revenue* 
Railways : Interest 

and miscellaneous 
charges (as per 

S.27 

4.20 

Total ... 

64.77 

79.49 

Railway Budget) 
Irrigation 

24.30 

'4 

32.25 

6 

Railways* (net re- 
ceipts as per Rail- 
way Budget) 
“Irrigation (net re- 
ceipts) 

Posts and Telegraphs 
Interest Receipts ... 
Civil Administra- 

tion 

Currency and Mint 
Civil Works 
Miscellaneous 

Military receipts ... 
Provincial contribu- 
tions and adjust- 

Extraordinary Iteiris* 

'5.21* 

6 

I 11 

4.37 

7.'9 

8,07 

12.98 

32.2s 

70 

83 

93 

1.07 

23 

57 

4.93 

Posts and Tele- 
graphs 

Debt services ... 

Civil Administra- 

Currency, Mint and 
Exchange 

Civil Works 

Miscellaneous 

Defence Services ... 

Extraordinary ... 

Miscellaneous adjust- 
ments between the 
Central and Pro- 
vincial Govern- 

ments 

1,66 

t6,oo 

9.41 

1.07 

'.54 

5.59 

77.88 

86 

13.39 

10,17 

33 

2,25 

4146 

49.91 

3.05 

Total revenue 


1,21.00 

Total expenditure ... | 

.1, 42.86 

1,20,94 

Deficit ... 

27,65 


Surplus ... 

... 

6 

Grand Total ... 

1.42,86 

1,21,00 

Grand Total ... 

1,43,86 

1,21,00 


§27. Railway Budget. — In the chapter on Transport we have 
already dealt with the question of railway profits and separation of 


^ There , was no separate Railway Budget till 1925-6. 

* The net irrigation receipts for 1935-6 were estimated at Rs. 14,000. 

The Extraordinary items for 1935-6 were estimated at Rs. 2,000. 
•‘This was e.stiraated at Rs. 49,000 for ,1935-6. 
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railway finance from general finance. The subjoined table gives 
the principal heads of revenue and e.vpenditure included in the 
Railway Budget. 

Railway Budget for 

In crorcs of rupees 


Heads of Revenof. 


Heads of KxriiNniTUM! 


(A) State Railways — 

(«) Commercial Lines— 




Urns.s Receipts 

gS-.-)?" 

(A) State Railways — 


Deduct — , 



Working expenses 


(a) Commercial Lines— 






ways 


Interest — 


Surplus profits paid 


On Government capital 
at charge 

29-08 

and Railway Com- 
panies 

0-.56 

On capital contributed 
by Indian States and 


Payments to worked lines ... 

a'87 

Companies ... ... 

1-22 

Net Receipts ... 

.10-p/. 



(li) Strategic Lines — 


Total interest, commer- 
cial line.s 

30'30 

Gross Receipts 

Deduct — 

1-38 

(b) Strategic Lines — 

Working expen- 



ses 

2 -06 

Interest on capital at 




charge ... 

1-39 

Net Receipts ... 

-0'68 

Total Receipts, Com- 


Total Interest ... 

31-69 

mercial and Strate- 




gic Lines 

29-34 

(B) Stihsidised Companies — 


(B) Subsidiaed Companies — 
Government’s share of 


Land and subsidy 

0-0.5 


surplus profits 


(C) Mi.scuiImieou.s Railway Ex- 


(C) Miscellaneous Railway 


penditure 

0-51 

Receipts — 


Intcrc.st on Deprecia- 
tion and Reserve 


(D) Payments to General 
Revenues — Contriliutioiv'- . . . 


Fund balances 
Dividend on investments 
in branch lines and 
other miscellaneous 

0-58 

One-third of the exce.ss of 
Railway surplus over 


receipts 

0-23 

Total payments to General 


Total Receipts ... 

30-36 

Revenue.s“ 


(D) Withdrawal of sums de- 
posited on account of Rail- 
way Depreciation Fund ... 

;i -89 

Surplus Railway Revenue 
transferred to Railway 
Reserve Fund ... ... 


Total... 

33-25 

>, • Total ... 

32-3.5 


‘ See Central Budget for iQ3s~6,:,pp. 


= In(;luile9 Rs. 5 - 4 S crores earnings of worked lines, 

’ Includes Rs. 37S , crores working expenses, of . worked lines. 
•*: See ; note' on p. 577,: \ : y ; ' .See note on 
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^>28. Financial results of the raiIways.---Tlie tinancial results of 
tlic vvorkluy of railways, with which the Government of India is 
directly concerned, l\.)r the periotl 1924-5 to 1935-6 are given in the 
table on p, 578. 

'I’liis table (see also 5529 below) shows that there have been 
successive Railway cleikits since 1930-1, mainly as the result of 
the adverse elfects of world conditions and the drop in commodity 
prices, dwindling of wheat exports, the disturbed condition of 
India in recent years, damage, caused by Hoods and earthquakes, the 
ai'.ute rail-road competition, intensified river and sea competition, 
and increase in working expenses. It has also been pointed out 
that the tariff policy, not only of India, but of practically every 
other country in the world, many of which were in the past our 
best customers, has adversely alTected the earning capacity of the 
railways. 

Owing to these successive ileficits, the railways have failed to 
make any contribution to general revenues since 1931-2. As the 
Railway Member, however, pointed out in his Budget (1935-6) 
speech, ‘a review of the results, if it is to be of any value, mu.st 
extend over a sufficiently lengthy perioil to eliminate the distorting 
elfects of temporary causes and give a true picture as a whole. 
Taking broad results it will be seen that in tlie 12 years ending 

(Footnotes continued from p. 57O) 

‘ (viintributiun iVum Railway to Genurtil Revenues in 1935-^ (Based un actuals 
, C)f > 933 - 4 )- 

Rs. 

(1) One per cent on capital of R.s. 7,2o,7o,.n,(ii6 at clwrge, 

commercial lines ... .... ... 7(20,70,416 

(2) One-fifth of .surplus (receipts minus charges such as 

working expenses, interest payments, land and 
■sub.sicly, etc., and contributUm at one per cent on 
the capital at charge) 

Total contribution from railways to revenue ... 7,20,70,416 

(3) Deduct— (i) Loss on strategic linea borne by railway 

revenues (interest on caidtal of Rs. 1,44,15,552 -1- 
(11) Loss in workings Rs. 50,67,404 + (iii) Interest 
ua account of loss in working met from Depreciation 
Reserve Fund of commercial lincs= Rs. 5,28,962) ... 2,00,11,018 

Net payment due from railways to general revenues ... 5,20,58,498 

.See Railway Budget far p- 3’7- 

” Owing to the era of deficits u.shered in by 1930-1, the Indian Railway.s 
Lhava been unable to, make any contribution to .general revenue.v .\t the , end 
ol 1935-6, the total contributions to general revenues remaining unpaid during 
the 5 years ibeginning with 1931-2 will amount to about Rs. 2O crures. 'Die 
Railways are liable to pay these arrears.: . : 
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with HJ3S-6, G 3-ear, s oi' prt)sperity ami 6 of adversity’, the net results 
oJ the working ot all State-owned lines, commercial and strategic, 
^vill, il our present estimates prove correct, be a surplus of 14 
crores and an accunuilateci balance in the depreciation fund of 411- 
crores. In other words, during this long period of varying fortune, 
we shall have earned a net income of over a crorc a year after 
ineeting working expenses, providing for accruing depreciation and 
paying Interest in full on borrowed capital’. ‘ On the side of the 
railways, it has been further pointed out that the loss of two 
crores on the working of tlie strategic lines and another benefit of a 
(.U'ore which the Army authorities get through transport ceincessions 
for their stores and personnel should be debited to the expenditure 
on defence, and the railways given corresponding credit. It has 
been also stated that the Depreciation Fund is 20 per cent larger 
than necessary. . 

§29. Need for a thorough overhaul of railway expenditure. — 
While, there is some justification for the above view, tlie very serious 
deterioration in Llie financial condition of the railways gives cause 
for anxiety, wliieh has been further intensified by the heavy deficits 
revealed by the latest (1936-7) Railway Budget. The revised 
e.stimate of deficit on railways in 1935-6 is Rs. 44- crores. For 
[936-7 the budget anticipates a deficit of nearly Rs. 34 crores. The 
accumulating railway deficits since 1930-1 amount to Rs. 38 crores. 
The total litdDllities of the railways — arrears of contribution to the 
general revenues and loans from the Depreciation Fund — amount 
to Rs. 66;j- crores. The serious nature of the position cannot be. 
underrated, especially in view of the recently publi.shed Niemeyer 
Report (see 5^42 below) which makes the assignment of a 
share of the income-tax revenue to the Provinces dependent upon 
the restoration of railway prosperity. In this connexion Sir Otto 
Niemeyer remarks: ‘'rhe position of the Railways is frankly dis- 
quieting. It is not enough to contemplate (this refers to the demi- 
ullicial forecast of the Railway authorities) that in five years’ time 
the Railways may merely cease to be in deficit. .Such a result tvould 
also prejudice or delay the relief which the Provinces are entitled 
to expect, I believe that both the early establishment of effective 
coordination between the various modes of transport and the 
tliorough-goiug overhaul of railway expenditure in itself arc vita! 
elements in the whole Provincial problem.’- 

W'e fully support the plea for a thorough overhaul of railway 
expenditure preceded by an expert inquiry. All possible retrenchment 

‘ Riiilwfiy Memljer’.s Budget .-ipcecli, Central Budget for J(^3S'6, par. ty. 

‘ Indian financial Emiuiry (Niemeyer) Keport (ig^C), par. 31. 
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in cxpciKiiturc, aviiklance oF iiaslc, ami more eFFective measures 
For Facing'- llic; competition oF road and other modes oF transpoit, 
are essential, altliouj;;’!! it is obvious a gro.'it deal will depend upon 
the revival oF trade, and iiulustry. All tliesi' aspects ol: railway 
finance wen; considtaed at the mectinff oF tlie 'j'ransport Advisory 
Council heltl in July icj-^fj. 

S30. The public debt in India. — ^'Fhe origin oF our public debt is 
to be traced to the wars ol the Kast Intlla Company which had 
steadily taken up the ligure for national debt From ;,/'7 millions in 
1792 to ; 4 ' 39 i niillions just before the Mutiny in 1856-7. In the 
following year the figure rose to ;^,'6ot millions. The wliole charge 
of the Mutiny was thrown on India so that the total public debt 
amounted in i860 to over ;^ioo millions. When the. Company’s rule 
was abolished in 1858, the Government of India not only assumed 
responsibility for the territorial and other debts of the Company but 
also for the payment of the dividend on the capital stock of 
millions of the hast Intlia tkimpany, until in 1874 the East India 
slock was redeemed. The debt inherited by the Government of 
India from the Company was purely unproductive. Since 1867, how- 
ever, when the policy of constructing ‘extraordinary public works’ 
(or ‘productive works’ as they came to be called later on) like railways 
and irrigation, commenced, there; has been a steady growth in the 
amount of productive or ‘Public Works Debt’ as distinguished from 
'Ordinary Debt’, as the unproductive debt came to be called tiVom 
1879. Ailditions to the former debt were maelc when the Govern- 
ment had ,to borrow for purchasing some of tlie railways from the 
companies or for making advances to them. In conformity wdth 
the recommcmlalions made by the Select Committee oi’ 1878 the 
surplus revenue of a particular year was not applied to the cancella- 
tion of debt but .spent on productive works I'or which the G<.ivernmc.nt 
would othenvi.se have been required to borrow. The reduction of 
the ordinary debt was thus automatically followed by an equivalent 
increase in the public works debt. By this process tlie ordinary debt 
would have been wiped off altogether by 1917 but for the huge 
addition to the debt for which the War was responsilile. 'Phe late 
Mr Gokhale was a strong critic of the policy of utilizing the surplus 
revenue for reducing the ordinary debt and increasing the productive 
debt. He contended that in view of the smallness of the unproduc- 
tive debt, there was no need to liquidate it out of Government’s 
ordinary surpluses, which ought to have been returned to the tax- 
payer by remission of taxation or, belter still, spent on beneficial 
non-recurring expenditure, such as education, medical relief, etc., 
to be met from special Provincial reserves to which the Imperial 
Governnienl might have made grants from their surplu.ses. 
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By far thr- greater portion of the public debt of India during tiic 
pre-'\\'ar period was raised in England. The Government defended 
this policy on the ground that the difference between the rates of 
interest, in India and in England was so considerable as to counter- 
balance any disailvantag-es attendant upon borrowing in England. 

1 hey had also a very poor idea of the resources of the Indian 
money market, whose maximum lending- capacity in any single year 
they jHit at not more than Rs, 5 crores. It was left to the War 
and the post-Whir period to prove that this was very much of an 
under-estimate. During this period the ordinary debt increased 
rapidly from Rs, 3-1 erores on 31 March igi6 to Rs. 257-70 crores 
on 31 March 1924. This was due to India’s War contribution of 
,,^100 millions,'- the expense on New Delhi and the post- War era of 
successive deficits in the budget of the Central Government. 
Sui'cessive War loans were raised in India to meet some of these 
demands, as the English money market was fully taxed by 
the demands made on it by tlie English Government for war 
purposes, and the Ciovernment were able to get the unprecedented 
amount of Rs. 53 crores in 1917, and Rs. 57 crores in 1918. The 
strength of the Indian money market for Government loans, first 
revealed during the War period, has been largely maintained 
during the post-War years, and the Government now do most of 
their borrowing for productive purposes in the country itself. Apart 
from the large amounts raised by the War loans, another -welcome 
feature of these loans was the increase in the number of inve.stor.s, 
thanks to effective advert isenient and offer of increased facilities in 
regard to the administration of the Public Debt at Government 
treasuries and sub-treasuries. In this connexion special mention 
must be made of the Post Office branch of the War loans and the 
(.’ash Certificates which have since secured a permanent place in 
tlie Government’s loan policy. 

Another innovation which owed its birth to the War was tl-ii.- 
introduction of Treasury Bills, first issued in 1917 for meeting the 
Government’s disbursements on behalf of the British W'ar Office. 
They were again resorted to for financing the deficits in the post- 
W'ar period, when the old bills were paid by issuing new bills. 
Ultimately the large outstanding amounts of Treasury Bills were 
reduced by discharging- these bills from the proceeds of long-term 
loans-’-. a questionable procedure from the point of view of sound 

' All luliIiLinnal War cimlributinn oF ;^7(5 millions w-is promised in rqiR 
in the event of the War being prolonged. But in iqig-20, in view of the 
heavy expenditure of millions - due to (he Afghan War, the additional 

VVar mntrihution was .substantially redueed, 
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finance. Since the year 1929-30 tho; issue of Treasury ITills has 
aS'ain become a prominent fealurc of Central fmane.e. 

§31. Rupee and sterling loans. — The loans raised in India are 
called rup(ie loans or rupee debts, as they are .subscribed in rupees 
and the interest and ]trinclpal are paid in rupees. It must iu)t, 
however, be supposed that the rupee loans arc necessarily internal 
loans or even held wholly By Indians. 'I'lie bulk of tlie ru]3oe 
ilebt is held in India, but a certain portion is held by investors who 
live in Eng-land and receive their interest in that country. Ag-ain, 
the rupee debt held in. India is divided between Indian and I'.uropean 
investors. It has been suggested that all debt, whether rupee or 
sterling, whether held in India or England, should be considered as 
external if held by non-Indians, and internal if held by Indians.* 
Judged by this standard, the major portion of our debt is external.®' 
It need scarcely he added that the policy should be to reduce the 
volume of the external debt as far as possible, because h creates all 
kinds of political difficulties and also complicate.s the Indian ex- 
change problem. 

§32. The position of public debt in 19H and 1935.'^ — The fol- 
lowing statement shows the interest-bearing obligations of the 
Government of India outstanding at the close of the financial years 
1914 and 1935, and serves to illustrate the remarks made above 
regarding the growth of sterling and rupee debt, productive and 
unproductive debt and the changes during' and since the War. 



31 March I 31 ^'"‘<='1 
1914 I ®935 


InTERBST-HKAKING OnUGATIONS 
In India — 

Tre.'isury Bills in the hands of the public ... 

Treasury Bills in the Paper Giirrency Reserve 

Other obligiition-Sr— , 

Posr Office .Savings Banks ... ... 

Caaii Certitkate.s ... ... ■ 

Provident Funds, etc. 

Depreciation .and Re.servc Funds ... 

Provinci.'d Bal.'inces 

Total Loan 

Total other obligation-s ... | 34'm | 234'Go 

Total in India ... j lyp-yo | 72a'38 

* Cyan Ghand, Financial System of India, p. ^'’2. 

“ For an instructive treatment of the various items in the national debt 
of India (Rupee Loans, .Sterling Loans, Terminable and nnn-Terminable Loans 
and Government Securities) see Booh for Investors in Government of 

India Securities (1921); . . .. 

“ Sec Reports of Controller of Currency, 1924-4 and if)3.(.-.i, al-sn the CtMUral 
Budget for 1935-6.. 
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In Kiigland — 
Stfrlint- Loitii 
Unpaid liulan 


i>f Iinlia’s War C;c)nh 
I iiahilitins iinilnijJdinf; r 
nalilr Kailway Aniuiilic 


Total in England ... 


Total inlprpst-br.'iring obligations 


Clapital advancptl to Provii 
Capital advariceil li 
interest-bparing loti 


Imlian 


.Slat 




Cash, bttllion .nrid 


Total intere.st-yif;l(llng nsspts ... 
sec«rifie.s Iielil on Treasury account 


In millions of pounds 
177-06 j 323-37 


In crorus 

. 17 I-SO 


4.38-64 
14-08 
7 !-()() 


Sa 4 - 7 « 

■ “(a) ~ 


, 3 '.T.'i 6 

1,235-74 


§33. Debt redemption. — In the pre-War period, the public debt 
of India wa.s lioing- reduced in Iwo way.s. One of these has been 
alretuly noticed, namely the utilization of aurpUuses for capital ex- 
penditure on railways, irrigation, etc., which enabled the Govern- 
ment to avoid borrowing and to reduce the unproductive debt to 
that extent. The second method was adopted to meet the liability 
incurred in connexion with the purchase of certain railway.s. A 
poi-tion of this liability wa.s and is being reduced under the statutory 
obligation of payment of railway annuities (issued in repayment of 
both principal and interc.st on loans). So also the India Stock for 
whicli the shareholders of railways were permitted to exchange 
their fjinnuities and the securities of the original companies from 
which the railways were purchased, is being reduced from certain 
sinking funds shown under railway account.. During the War, a 
sinking fund was established in connexion Avith the is.sue of the 
5 per cent War Loan of 1917- The Government undertook to set 


{a) Not available. 
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aside i|- per cent of the loan for the purchase and cancellation of tlie 
loaji securities, so long as their market price was below the issue 
|)rice. In addition to this, the Government have been making aniuial 
luovision to the extent of nearly ;^‘5oo,ooo to meet India’s liability 
in res]iect of the unpaid portion <if the War contrilaition. 'I’he 
Government have also made provision for the optional payment of an 
extra Rs. 8o lakhs voted since iqar-a for an additionid deprecia- 
tion fund for the 5 per cent loan. 

But the position so reached was largely the result of accident 
and the whole question of the redemption of public debt had never 
been reviewed in a scientific and systematic manner. A well- 
devised scheme for debt redemption is essential in order to 
maintain both the external and internal credit of the country un- 
impaired, so as to facilitate renewals of maturing debt and the 
raising of such new capital as may be required at reasonable rates 
of interest. A regular debt redemption scheme was accepted 
by the Assembly in December 1924 on the initiative of Sir Basil 
Blackett. In enunciating the principle of the scheme. Sir Basil 
Blackett suggested that the best way of arriving at a regular pro- 
gramme of debt redemption was to take the gross total of the 
debt, examine the capital assets held against it and fix the appro- 
priate period within which it is desirable to amortize each category 
of debt. On this plan, the Finance. Member announced a scheme 
on 9 December 1924, under which, for a period of five years in 
the first instance, the annual provi.sion for the reduction or avoid- 
ance of debt to be charged against annual revenues was fixed at 
Rs. 4 crores a year plus i/8otIi of the excess of the dclit outstanding 
at the end of each year over that outstanding on 31 March 1923, 
sterling debt being converted into rupees at Rs. 15 per for this 
purpose.’ As .Sir Basil Blackett made it clear, the provision for the 
sinking fund so proposed would operate no( to reduce the net total 
debt as long as there is a considerable annual programme of new 
capital expenditure, but to reduce the unproductive portion of it. 
The amount thus provided becomes a contribution out of revenue 
towards productive capital expenditure. The provision, therefore, 
is better described as a contribution out of revenues for the reduc- 
tion or avoidance of debt than as a sinking fund. 

With effect from 1930, an adequate provision has also been 
made for the fir.st time to meet the accruing liability in respect of 
Cash Certificates, which will henceforward be regarded as part of 
the Government’s debt. 

Tlic Finance Member announced, in his Budget speech for 


* Set India’s Parliament, vol. X, p. 275. 
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J930-1, that in view of tiie close interdependence of the Conven- 
tions rej'-ardinj^ the Railways (providing for a certain fixed annual 
conlribution to the general revenues, almost the whole of which 
is ap|)lied lor the amortization of their capital) with the Conven- 
tion as regards the debt redemption scheme, it was better to leave 
the latter provision untouched and to bring it under review at the 
time of the forthcoming general revision of finances. Accordingly 
it was decided that, for the time being, provision from the year 
1930-1 onwards should be made on the same lines as before, except 
that sterling debt should be converted into rupees at Rs. 13^ per 
£ instead of Rs. 15 per Since 1933-4 Table II on p. 56S 

shows) the tinnual amount provided for the reduction or avoidance 
of d('bt has been reduceil to a lump .sum of Rs. 3 crores. This is 
justified on the ground that, since 60 per cent of the. Government 
of India debt is attributable to the railways, it would be imposing 
too heavy a burden on the General Budget to revert to the Sinking 
hTind arrangements in force prioi- to 1933-4 before tlie railways 
h.'ive resumed the practice of making a contribution to the General 
Revenues. 'I'he Debt Redemption Seheme of 1924 has thus been 
temporivrily su.spended.“ 

Financial rf.lations uetwfen the Central and 
THE Provincial Governments 

§34. Financial relations before the Reforms of 1919 . — From 
1833 to 1871, all finiineial powers were in the hands of the Govern- 
ment of India, which controlled the smallest details of the Provincial 
expenditure. The whole of the revenues were ptikl to the account 
of the Government of India, and the Provincial Governments only 
got fixed contributions to meet their expenses. This led to extra- 
vag'ance, rigidity and friction in Provincial finance and uncertainty 
in Central finance. ‘The distribution of the public income de- 
generated into s(5mething like, a seramble, in which the most violent 
had the advantage with very little attention to reason. As local 
economy lirought no local advantage, the stimulus to tivoid waste 
w'as reduced to a minimum, and as no local growth of the income 
led to local means of improvements, the interest in developing the 
public revenues was also brought down to the lowest level’ (Sir 
John Strachey). This system of ‘barren uniformity and pedantic 
centralization’ Was found to be thoroughly unsuited to a continental 
coufiti-y with great diversity of local conditions. Lord Mayo'' was 

‘ Biiilf^tri: Statement for. ro.to-/, : pars. 25-6 atui Financial Secretary's 
.Mempramhm for. par. 32. 

“ Kiiiaiui' Hiulgfit Spoeche.s (1934-.'!. 1935-6). 

' Dr Amlioilk.'vr tliviclos the st.agfs in the growth of financial decentraliza- 
tion, since Lord Mayo’s reforms of 1871, according to the method of supply 
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impressed with the necessity of some measure of financial decentral- 
i'/ation to enlist greater interest and more animated co-operation 
on the. part of tJie Provincial Governments in developing the pulilic 
revenue.s and managing them with all possible economy- He 
initiateii the system of ‘Provincial Settlements’ in 1871, under which 
certain heads of expenditure local in charaeler were handed over 
to the Provinces, such as Police, Education, Roads and Givil 
Work's, Registration, Medicine and Jails. Foi- the management 
of these departments the Provinces were given, in addition to the 
departmental receipts, annual fixed lump-sum grants, the deficiency 
being- made good by local taxation if necessary. This new arrange- 
ment led to greater harmony and more u.seful expenditure by the 
Provinces, which secured some freedom of appropriations within 
the limits of their resources. 

No definite period was fixed for these new arrangements, which 
remained in force till 1877. Actual experience revealed various 
defects of this system. It failed to endow the Provinces with 
adequate revenues. 'I'he fixed Imperial grants for any year de- 
pended on the needs of the Central (lOvernmenl, and it has in 
fact been sugge.sted that the real motive for this change was to 
afford relief to Imperial finance rather than to invest the Provinces 
with larger powers and responsibilities.’ Again, the allocation of 
the grants was arbitrary owing to the ignorance of the Central 
Government with regard to Provincial conditions. The system did 
not provide any real motive for economy in the Provinces, as the 
Provinces were empowered to supplement their income by additional 
taxation u'hich, under existing arrangements, could only mean an 
increased burden on the poor." 

In 1877, a further step in decentralization rvas talcen by Lorri 
Lyttoa with the help of his Finance Member, .Sir John Strachey. 
Practically all the remaining lieads of expenditure that were Pro- 
vincial in character, such as Land Revenue, Excise, .Stamps, 
General Administration, Law and Justice, were transferred to the 
Provinces. In addition to the departmental receipts and the old 
lump-sum grants, certain heads of revenue such as Excise, Stamps, 
Law and Justice, were made over to the Provincial Governments. 

to the Provincial Governments adopted by the Government of Indiii, namely, 
(fl) Budget by A.ssignments (1877-2 to 1876-7); (6) Budget by .Assigned Revenues 
(i« 77-8 to 1881-2) ; and (c) Budget by Shared Revenues {1882-3 to icjio-i). 
•See H. R. Ambedkar, Provincial Finance^ part IF, chapters iv-vi. 

’ See P. N. Banerjea, Prow’wcjoC Finance ill fndia, p, 74. 

I ; ^ See Banerjea,; op. c 5 t.,' pp»7S-7. ..As Sir .George Caiiipbell, lieutenant- 
Governor ot Bengal, observed, the system ‘put the Local (lOvernments in this 
po,sition : that the Government of India tax the . rich and we tax the poor, 
and, between «,s, we. tax every ■ one’, 
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Under ihiH arrangfcnicnl, the heads of revenue were divided into 
Centrid and Provincial. The Government of India reserved to 
themselves a iialf share in the net increase in the yield of the Pro- 
vincial heads of revenue, and undertook to bear a similar share 
ol tlie. deficiency if tiny in their estimated yield. It wtis found, 
however, ihtU. fixed lump-sum g-rants were still necessary from year 
to year and they caused the usual annual bickerings. The Provinces 
moreover showed no enthusiasm in the collection of revenue in 
which they were not given a share. Assam and Burma, being back- 
ward Provinces, were not admitted to the scheme described above. 
Under a financial settlement effected in 1879, in addition to wholly 
Provincial revenues, Burma was given a share of the land revenue 
and also of the income from the forest and export duty on rice and 
salt, insteail of a fixed assignment of money to meet the Provincial 
deficit. The same principle of shared or divided revenues was 
applied to the Province of Assam, which received a share of land 
revenue. This threefold division of revenues, namely (i) wholly 
Imperial, (ii) wholly Provincial, and (iii) jointly Imperial and Pro- 
vincial, was laler extended to other Provinces by Lord Ripon in 
1882.' 

In 1882 Lord Ripon, with the help of his Finance Member, 
Major Baring, introduced certain improvements in the Provincial 
selllements, wliich he made liable to revision every five years. He 
abolished the fixed lump-sum grants altogether and revi.sed the allo- 
cation of the revenues as follows: (i) Imperial heads', — Opium, 
Salt, Customs, Commercial Undertakings, etc:, (ii) Provincial 
heads : — Civil Deparimcnts, Provincial Works and Provincial Rates, 
(ill) Divided heads: — Excise, Assessed Taxes, Stamps, Forest, 
Registration, etc. Instead of giving fixed grants to the Provinces 
to make, up tlieir deficit, a certain percentage of land revenue was 
made over to them, together with fixed cash assignments under the 
same head, which thus became an important head of adjustment. 
.Settlements on these lines were made in 18S7, 1892, and 1897 
without any change of principle, though not without much contro- 
versy and Provincial di.scontent. For the apportionment of revenue 
was unfair as between the Imperial Government and the Provinces 
and .also as between one Province and another ; and, while Pro- 
vincial interest in the collection of divided heads of revenue was 
secuf:ed along with some elasticity in the Provincial resources, the 
cliief defect of the revision of the Provincial settlements every five 
years was want of continuity of financial policy, the Provincial 
surpluses being appropriated by the Central Government for its 


See .'Xmbedkni'i np, dl., pp. cj6-8, 
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own needs when the settlement expired. Moreover, if any Province 
economized, the reduced standard of its expeniliUirc was talvcn as 
the basis of the next settlement.' This killed all motive lor Pro- 
vincial economy and led to iinedifyinf*' wi'an;'Tjn£>' every five years. 

To remove this defect and uncertainty Lord Curzon made tlie 
settlements quasi-permanent in 11)04, that is, liable to revision only 
if there was a sub.stantive change in the original conditions or in 
the event of emergencies like war and famine, d'hc Provincial 
(iovernments also secured lump-sum grant.s — ‘doles’ as they were 
called — from the windfalls of Central revenues or Central sui'pluses, 
for specific objects like police reform, education, sanitation, etc. 

'I'he settlements were declared to be practically permanent in 
iqi2 by Lord Hardinge’s Government, and the allocation decided 
upon was as follows: On the revenue side the Central Govern- 
ment retained for its use all the revenues which could not be 
allocated or traced to any Province, these being- called the Imperial 
Heads of Revenue, such as Opium, Railways, Customs, Salt, Mint 
and Exchange, Posts and Telegraphs, military rece.ipls and tributes 
from Native Slates. Of the i-emainder somt' were wholly Provin- 
cial, like Forests, Excise (in Bombay and Bengal), Registration, 
and the departmental receipts from such Provincial d(‘partmcnts as 
Education, Law and Justice. Lastly, there was an important class 
of divided heads of revenue like Land Revenue, Income-Tax, Excise 
(except in Bombay and Bengal), Irrigation and Stamps. Receipts 
from these were divided between Imperial and Provincial Govern- 
ment.s in stated proportions, generally equal, but determined sepa- 
rately for each Province. On the expenditure side a somewhat 
similar arrangement prevailed, and there was a special tirrangement 
for the sharing of expenditure on famines. The pre-Reform system 
suffered from the following main defects: (i) The divided heads 
of revenue lii which both the parlies were iiiternsted wore a source 
of constant interference on the part of the Central Government and 
hampered Provincial development. (il) The occasional ‘doles’ 
given by the Central Government to the Provinces oul: of its sur- 
plu-ses had a dislocating influence; on Provincial finance, (iii) Seri- 
ous inter-Provlncial financial inequalities were created. (iv) The 

* ‘The. ProvinciAt . .slioep. is summarily thrown on its hricti:, ('Ios0-cli|)|i('cl 
and shorn oC its wool and turned out to shiver fill its fliH're grows tigain. 
Th« normal history of a .Provincial contract is this : two years of screwing amt 
saving and postponement, of works; two years of resumed energy on a norinnl 
scale, and one year of dissipation of bahirtces in the fear tliut, if nol siieiil, 
they will be annexed by the .Supreme Ctovernment at the titrie iif rpvi.sioti.’— - 
Sir .Mexander Mackenzie, quoted by Banerjen, Provincial Inimace in India, 
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Provincial ( lovernincnfs had no independent; powers of taxation 
and burrow iii!^'. (v) 'J'oo detailed a control was exercised over the 

Provincial budi^et and expenditure by the Central Government. 

J he Provinces, loi; example, could not budget for a deficit nor could 
they .spend their balances freely. 

Sa.v Fiiianeia! relations since the Reforms of 1911 ).— Since the 
Reforms fiscal relativ>ns tvith tbe Central Government have been 
radically changed. As the new policy of responsible government wa.s 
to be tried in the Provinces, and as Provincial financial autonomy 
01- liiiaucial devolution was recognized to be the keynote of the 
Reforms, it was deemed neces.sary to abolish the divided heads of 
revenue, in order to give etfect to the new principle, and the netv 
allocation of revenue and expenditure was as follows: (i) Iinpeyial 
Heads of Revenue : — Opium, Salt, Customs, Income-Tax, Railways, 
Posts and Telegraphs, Military receipts; (ii) Provincial Heads of 
Revenue : — Land Revenue (including Irrigation), Stamps (judicial 
and commercial), Regisliation, lixeise and Forests. Mainly as a 
result of tlie agitation carried on by the industrial Provinces of 
Hombay and Bengal against the complete loss of tbe revenue from 
income-tax, which was recommended to he an Imperial head of 
revenue by the MonUig'u-t.'helmsfonl Report and Meston Committee 
(see next section), it was finally settled to give to the Provinces a 
small share of the income-tax revenue, equal to three pies in the 
tax collection on every additional rupee of the income assessed over 
and above the amount of income assessed in the datum year iqao-i. 
As the Taxation Enquiry Committee has pointed out, this rule has 
failed in its object and tbe whole system of dividing the income-tax 
on the basis of a datum line is unsound. ‘ 

^36. The Meston Award. — The abolition of divided heads of 
revenue and the provincialization of some heads like Land Revenue 
and Stamps resulted in a Central deficit of Rs. 9,83 lakhs, which 
had to be provided :l'or by a scheme of Provincial contributions to 
the Central exchequer. A Committee was appointed in 1920 under 
the chairmanship of Lord Meston to consider this and other allied 
questions. 'I’he Committee’s decision, (the Meston Award, as it is 
called) Avith regard to the distribution of this burden by way of 
initial contributions in 1921-2 and the standard contributions pay- 
able, bv regular gradations, in the seventh year beginning from 
1921-?, together with the .scheme of standard contributions as 
finally accepted, is .summarized in the following table, which also 
shows the estimates made by the committee of the surpluses which 
would be left to the ProvinceSj as contrasted with the actual 


'^ Taxation liniiuiry Committee Jte/iorl, par. 529. 
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Piovinci;)! surpluses or deficits in the first complete year iiiKler the 
Reforms, 1921-2.* 


In lakhs o[ rupees 
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1 

IS 
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Total 
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Owing to the cxi.sting Provincial inequalities which they did 
not seek to remedy, the initial contributions were confessedly 
arbitrary and were based upon the increased spending power of 
the Provinces due to the new distribution of the revenue heads, 
and the only consideration that was borne in minti was sf) to fix 
the contribution of each Province that it should not be confronted 
with a deficit or compelled to resort to new taxation. 'J'hus Madras 
was to pay Rs. 3,48 lakhs because the improvement in its spending 
power u-as Rs. 5,76 lakhs; Bombay, on the other hand, paid only 
Rs. 56 lakhs because the improvement in its spending power was 
Rs. 93 lakhs, and so on. The joint Parliamentary Committee 
recommended that in no case .should a Province be required to 
pay more than in the first year and that the standard contributions 
should be readied by gradual reduction in the aggregate Central 
deficit, the relief being given to those Provinces whose initiid con- 
tributions were in excess of their standard contributions and in 
proportion of such excess.- These recomniemlations wei'c embodied 
in the Devolution Rules issued under the Government of India Act, 

* See Jte))0rt 0/ llic IfimwiciiU Rclnlioni (Mfslim) CiwimiUi'L', 17 -.sui 

zH and Simon Commission Iteporli vol. I, par. sytj. 

? It will be seen that Bihar and. Orissa escaped altiigather. 
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iQiq. 'I'he sViindarcl contributions were supposed to be based on 
fh<; capacity to jtay oi' each Province as judged by sticli factors as 
population, incomci-tax receipts, consumption of salt and textiles, 
agricultural and industrial wealth, etc. 

i^37. Abolition of Provincial contributions The Meston Settle- 

ment did not please anybody and caused much Provincial disconttait. 
For, while industrial Provinces like Poinbay and Bengal could never 
reconcile themselves to the virtual loss of the income-tax revenue, 
agiicultiiral provinces like Madras, the Punjab and United Provinces 
resented what they considered their exce.ssive initial contributions. 
The contributions were felt to be peculiarly burdensome when the 
Provincial Governments were faced with a series of heavy deficits 
in place, of the comfortable surpluses which the Meston Committee 
had envisaged. The revenues assig-ned to them, such as land 
revenue, were inelastic and inadequate to meet occasional contin- 
gencies or even the expenses of normal development. There was 
thus an unceasing clamour for the abolition of the contributions. 
'I'lie gradual improvement in tlie fmant^'s of, the Central Government 
made tin: extension of some relief possible in 1925-6, when Rs. 2,50 
lakhs, out of a tot;d surplus of Rs. 3,24 lakhs, was utilized to grant 
penntinent remissions of contributions to Madras (Rs. 1,26 lakhtsb 
Unitetl Provinces (Rs. 56 lakhs), the Punjab (Rs. 61 lakhs), and 
Buriiva (Rs. 7 lakhs). In the next btaiget statement a further sum 
of Rs. 1,25 lakhs wtis remitted in favour of the same Provinces. 
In 1927-8, the entire amount of the outstanding contributions was 
remitted and finally relinquished in 1928-9. 

§38. Problem of federal finance in India. — The final extinction 
of the Provincial contributions, however, did not end all controversy 
regarding the divi.sion of revenue between the Central and Provincial 
Governments. The main grievance of the Provinces, especially of 
the Industrial Provinces like Bombay and Bengal, still remained, 
and this was that althougrh it.s expenditure was comparatively 
stationarv, consisting mainly of the cost of the army and the interest 
on the public debt, the Central Government had talcen for Itself 
sources of riwenue like income-tax and customs, which were 
expanding or were capable of expansion, and left for the Province.s 
inelastic and stagnant sources like land revenue and excise, al- 
tli()ugh tlie neetls of the Provincial Governments were rapidly 
expanding. The land revenue was already too heavy in some 
places and is in any case fixed for long terms. Moreover tliere is u 
great disinclination on the part of the people to submit to additional 
increases. And such increa.ses are becoming more and more difficult 
to make owing to legislative and administrative restrictions being 
imposed on the executive. The excise revenue must also decline, 
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;is sLeps wci'e being taken in response to a strong popular (knnaiu! 
to introduce proliiiiition. ‘ In fact tlie Provinces cuuiplaincd dial 
the process of decline was not as last as they woukl have liked 
to see it. They luited the very touch of the tainted excise revenue, 
but were conipelletl, on pain of liankruptcy, to clasp it in what 
threfitens to lie an eternal embrace. 'I'lie foriist revenue, rccjuircil 
liberal ciipital outlay before it cotilil be. appreciably expanded. 
Stamps olfered the only source of revenue which held out a promise 
of probtible increase. 'J'he I’rovinces tvere responsible for nation- 
building departments, such as education, medical relief, agriculture, 
etc., on which heavy outlay was essential. Famine expenditure had 
also been put on the shoulders of tlie Frovineial Governments. The 
Bombay Legislative Council pointed out in their representation to 
the Government of India in March 1025 that tire distribution of 
surplus revenue assigneil to the Provinces under the Reforms was 
determined in a haphazaril manner and bore no relation to the needs 
of the. Provinces or to the total taxation derived from them, and 
that this hapliazard arrangement was founded upon tlie application 
of federal principles of linance which have not been adopted in 
any other federal Government in the world.’' 

According to the same body the origin of the whole trouble 
was in the a<.;ademic insistence by the framers of the Montagu- 
Chelmsford Report on the theory of comple.te federal separation. 
The authors of the Report urged that if selii-garveniment was to 
become a reality, the Provinces should be in a position to calculate 
their re.source.s with certainty and to a curtain extent be free to 
develop their own taxable capacity. The history of federal and 
provincial linance elsewhere, however, shows that, an absolutely 
clean cut between Central and Provincial revenues is not possible. 

'i'he varying importance of the in-inoipal sourt;e.s of revenue In 
the different Provinces," their unequal expansion in recent years, 

‘ ‘The (loctrim! of .maximum revenue and minimum consumption is the 
theory generally accepted hi the Provinces, hut it is nut always easy to hit 
off this point .with prectsion, and excise revenue ts likely to be reduced not 
merely by prohibition or propaganda, but by smuggling and eva.sion.’-— .Vhnu/! 
Conimissitin Report, vol,. 11, par. 

“ Dr Ambedkar holds that , the sy.stem of divided heads (if revenue i.s not 
ill itself objectionable and that it. does not necessarily imply interference by the 
Central (.iovernment with the spending powers of tlie i’rovinces. it may' work 
, quite satisfactorily if exclasive assessment . of a particular .source of revenue by 
one tax-jurisdiction is coupled with art apportionment of a part of the proceeds 
to aniillier tax-jurisdiction. Sec Ambodkar, Provincial I'lnuncf, 

“ .Stamps is one of the most imporianl items of revenue in B(,'ngMl, where- 
a.s in Bihar and Orissa Land Revenue is low, owing to permancnl sctliemi'nl. 
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and lastly, the abolition of the contributions, ^v■hich at first modified 
the eifecL ol' the new allocation of revenue, all served to emphasize 
Provincial inequalities. Compared with 1912-13, the Punjab budget 
of 1929-30 showed an increase of 154 per cent; that of Madras 
an increase of over iiH per cent; Burma, no per cent; United 
Provinces, iieugal, Bihar and Orissa, increases varying- from 88 to 
105 per cent. In A.ssam the increase was 88 per cent and only 
()8 per cent in the Central Provinces.^ 

'I'he ftindamcntal defect of the system, as pointed out by the 
Simon Commission Report, was that, while it professes to follow 
tlie theoretical ideal of federal finance, in practice it left inadequate 
resources to the Provincial Governments which, unlike tlie units of 
a federal state, did not possess full powers to determine the scale 
and nature of the expenditure of the Central Government. What 
was even more surprising was that the Government of India Act 
of 1919 left the residuary powers of taxation in the hands of the 
Central Government. 

While the system gave a bare minimum to the more industria- 
lized and commercial Provinces from which the Central Government 
collected large amounts of income-tax and customs, it yielded a 
substantial surplus to the agricultural Provinces which produced 
anti retained for themselves a large amount of land fevenue. 

'J'he Provinces benefited in a very unequal manner from the 
new allocation of revenues, which was arrived at without any attempt 
to establish an objective standard of fairness. Such an objective 
slandartl was indeed difficult to adopt because equal efficiency of 
administration does not necessarily involve equal expenditure per 
head. It costs more to run a Province with a scattered population 
than one which is densely populated; a Province where salary- and 
wag-e-rates are high, than where they are low; a Province with a 
substantial urban population than one which is mainly rural. 
These consideratious, however, did not fully explain the actual 
disparity as regards expenditure per head in the various Provinces, 
ranging from Re. 1-8 in Bihar and Orissa and Rs. 2-5 in Bengal to 
R.s. 8-3 in Bombay and Rs; 8-6 in Burma. These figures show 
that the standard of service rendered by Provincial Governments is 
very much lower in some Provinces than' in others. Thus, while 
between 1922-3 and 1929-30 the three agricultural Provinces, 
Madras, Punjab and the United Provinces, showed an increase in 
the, expenditure on tran.sferred services (nation-building services) 
Province.s Land Revenue is the largest item.: In the Punjab, it amounts U) 
over 511 per cent of the total : revenue, ^ where Land Revenue and Irrig.-ition 
yield nearly fit) per cunt of the revenue . — Simon Commission Iteport, \’o\. 11, 
.par. 258, : , ^ ^ A, ' , 
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of Hf) per cent, 8’ p(M- eent and 30 per cent respectively, tlie increase 
in tlic industrial Provinces 0)' liombay and Bcni>al dnrinj^- the same 
period was only 25 per cent and 14 per cent respectively. 'J'liis dis- 
parity in expenditure has become even mure notirxxdolc since 

Indeed as a rc.sLilt of the division of resoure(is in :dl the. 

Provinces received increased spemlinfj- power. The lienelit, liowever, 
was very unequally felt, and the abolition of the contrifmtions 
iieee.ntuat(2d the disparity in Provincitd resources. 'I'he prtisent 
position, however, is that, while all Provinces are .laced with 
staf^nation of revenues, future requirements every whci'c tire almost 
unlimited. About Rs. 40 to 50 crores could well be spent ‘without 
extrtivagance and to the great economic advantiige ol: Inditi’ in the 
course of the next ten years, and the crux of the problem is thus 
‘to find further revenues of this order of magnitude and 1(j devise 
a financial plan by which they (;an be made available to those 
governmental authorities which need them’.* 

Besides arming the Provinces with adequate speruling power, 
without which Provincial autonomy is a meaningless phrase', the 
Imlian financial problem is largely one of harmonizing the distribu- 
tion of functions with the allocation of the sources of revenue to 
the Provinces and the Centre respectively, '['he sources of revenue 
wdiich, from the administrative point of view, fall naluralh' within 
the, sphere of the Provincial Covernments, should harmonize so 
far a.s their yield and elasticity i.s concerned with the functions 
assigned to these Governments, wdiile those, wliich are naturally 
Central sources should accortl with the funcllons of the Central 
Goverumcnl. 'J'he existing arrangements are most cleJ’eclive I'rom 
this point of view.® ; ' 

S39. Recent inquiries into the problem of financial relations. — 
The authors of the Montagu-Chelmsford Reforms were right in 
[iointing out that if self-government was to he a reality in the 
Provinces, it was necessary to set up a genuinely federal system of 
finance under which there would be a definite division of resources 
between the Centre and the Provinces, and the Provinces would 
be in a position to calculate their resources with certainty and to 
count upon a steady expansion of their revenues. However, we 
have seen above how' the actual plan adopted uncler the Reforms 
of igiq failed miserably in achieving this object. 

(i) Sir Walter LayUm, the Fiunncial Assessor of the Simon 
Commission Ivds dealt with the problem very fully in liis Report 
to the Commission. His proposals were based on the assumption 
that a Central surplus of about' Rs. 14JJ- crores would i;mcige at the 
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end of ten yeiirs, permitling a substantial re-alloeation of revenues 
to I lie great advantage of the Provinces. He proposed that half 
ol the proceeds ot the tax on pei'sonal incomes together with the 
proceeds of certain excise duties including- salt (to be distributed 
on a iJopuhition basis) should Ije transferred to the Provinces 
acitording to a delinite schedule and time-ttible, completing the 
transfer in ten years. 

hi order to exiiand their resources the Provinces were to be 
given the right to impose new' taxes, namely, income-tax on 
agricultural incomes. Provincial surcharge on income-tax, and 
terminal taxes. 

In the interests of uniformity, the excise duties were to be imposed 
or varied by the Central Legislature on the initiative, however, of 
an Inter-Provincial Gouncil consisting of the Finance Ministers of 
the Provim:es. A Provincial Fund W'as to be formetl and fed by 
these excises. 

As the Covernment of India pointed out in their dispatch of 
1930 on the Simon Commission, the Layton Scheme was conceived 
in a spirit of excessive optimism and, as a matter of fact, its 
forecasts of revenue were woefully falsified by the ensuing 
depresiiion. 

(ii) The Peel iluh~Ci)mmitlee (the Federal Finance Sub-Committee) 
of the Round 'rable Conference (second session, 1931) was con- 
cerned only with laying down the general pi'inciples of the financial 
arrangements under the new constitution. 

(iii) The Percy Committee (Federal Finance Committee) was able 
to report in 1932 in a vein of restrained optimism and to visualize 
the allocation of a substantial amount of income-tax receipts to 
the Provinces. It, however, recommended a return in a modified 
form to the old system of Provincial contributions in aid of the 
Central Government. 

(iv) The Joint Select Committee (1933-4) turned down the idea of 
reviving the unpopular .system of Provincial contributions. This 
Committee ^va.s called upon to face the problem of the two new deficit 
Provinces of Sind and Orissa.. Another complication which engaged 
its attention, was the unwillingness of the States to allow a 
federal income-tax to be imposed within their borders. The income- 
tax would thus benefit the States as members of the Federation 
although it was contributed entirely by the British Indian Provinces. 
To avoid this anomaly, if for no other reason, the Joint Select 
Committee w-ere inclined to consider favoui'ably the suggestion that 
the w'holc of the income-tax. yield should be assigned to the 
Provinces. But the intractable fact to be faced here was that the 
Central Government could not possibly ail’ord this sacrifice. 
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(v) The While Paper proposed that taxes on income, from 
fcileral sources should be, permanently assip'iied to tin; Ctmlre, and 
a specified percentage — not less than 50 per cent and not more 
than 75 i)er cent— of, the normal taxes on income (except: corpoi-ation 
tax) should be assig-ned to the Provinces. But tlie Federal (lovt'i n- 
menl was to have the right of retaining an amount to be fixed 
for three years, tind thereafter to be reduced successively to zero 
over a period of seven )'ears; and also the right (to be exercised in 
emergency) of levying a surcharge on taxes on income and raising 
equivalent contributions from the States. The Joint Select Com- 
mittee did not approve of this idea of a federal surcharge on the 
income-tax, though they endorsed most of the proposals of the 
White Paper (1933), e.g. the proposal that the Provinces should 
have exclusive power to impose taxes on agricultural incomes, that 
the Federal Government should have the power to allot to the Units 
a share of the yield of salt and excise duties, export duties, etc. 
The Joint Committee, however, pre:ferred to leave the actual time- 
table of transfer of revenues from the Centre to the Provinces as 
well as the percentage of income-tax to lie transferred to be deter- 
mined by Orders-in-Council at as late a date as possible. 

The influence of all these previous investigations and especially 
of the recommendations of the Joint Select Committee is writ large 
on the financial provisions of the Government of India Act of 1935. 

I40. Financial provisions in the new constitution. — The 
Government of India Act, 1935, contains the following provisions 
on the subject of federal finance under the new constitution : 

‘Median ijy. Duties in re.spect of succession to property other 
than agricultural land, such stamp duties as are mentioned in the 
Fcileral Legislative List, terminal taxes on goods or passengers 
carried by railway, or air, and taxes on railway fares and freights, 
shall be levied and collected by the Federation, Init the net proceeds 
in any financial year of any such duty or tax, except in so far as 
those proceeds represent proceeds attributable to Chief Gommis- 
sioner.s’ Provinces, shall not form part of the Revenues of the 
Federation, but shall be assigned to the Provinces and to the 
Federated States, if any, within which that duty or tax is leviable 
In that year, and shall be distributed among the Provinces and 
those State.s in accordance with such principles of distribution as 
may be formulated by Act of the Federal Legislature: 

‘Provided that the Federal Legislature may at any' time 
Increase any of the .said duties or taxes by a surcharge for Federal 
purposes and the whole proceeds of any such surcharge shall form 
part of the revenues of the Federation. 

'Seciion r^S. (i) Taxes on income other than agrlciiluiral 
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income sliall be kivicci and collected by the Federation, hut a 
pres('ribed percentaf’c of the net proceeds in any financial year of 
any such tax, except in so far as those proceeds represent proceeds 
attributable to Chief Commissioners’ Provinces or to taxes payable 
in respecit of Federal emoluments, shall not form part of the revenues 
of the. Federation, luit shall be assigned to the Provinces and to the 
Federated States, if any, within which that tax is leviable in that 
year, and shall be distributed among the Provinces and those 
States in such manner as may be prescribed ; 

‘Provided that — 

(«) the percentage originally prescribed under this sub- 
section shall not be increased by any subsequent 
Ordcr-in-Council ; 

(h) the Federal Legislature may at any time increase the 
said taxes by a surcharge for Federal purposes and 
the whole proceeds of any such surcharge shall not 
form part of the rewenues of the Federation ; 

‘(2) Notwithstanding anything in the preceding sub-section, 
the Federation may retain out of the moneys assigned by that sub- 
section to Provinces and States — 

'{a) in each year of a prescribed period such sum as may 
be presicribed ; and 

‘(/)) in each year of a further prescribed period a sum less 
than that retained in the preceding year by an amount, being the 
same amount in each year, so calculated that the sum to be retained 
in the last year of tiic period will he equal to the amount of each 
such annual reduction : 

‘Provided that — 

(i) neither of the periods originally prescribed shall be 
reduced by any subsequent 'Order-in-Coimcil ; 

(ii) the Governor-neneral in his discretion may in any 
year of the second prescribed period direct that the 
sum to bo retained by the Federation in that year 
shall be the sum retained in the preceding year, and 
that the. second prescribed period shall be corres- 
jjondingly extended, but he shall not give any such 
diretdion except after consultation with such repre- 
sentatives of Federal, Provincial and State interests 
as he may think desirable, nor shall he give any 
such direction unless he is satisfied ■ that the 
maintenance of the financial, stability of the Federal 
Government requires him so to do. . 
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‘(3) Wliere an Act of the Federal Lej^islature imposes a siir- 
cliarfi-e for Federal purposes under (:his se(;tion, the Act shall provide 
for the payment by each Federated State in wliich taxes o/i income 
are not leviable by the Federation of a eontriiiution to the revenues 
of the Federation assessed on such basis as may lx; prcscriljcd with 
a view to securing' that the contribution shall be the ecjuivalent, as 
near as may be, of the net proceeds which it is estimated would 
result from the surcharg-e if it were leviable in that State, and the 
State shall become! liable to pay that contribution accordingly. 

‘(4) In this section — 

“taxes on income’’ does not include a corporation tax ; 
“prescribed” means prescribed by His- Majesty-in- 
Coimcil; and 

“Federal emoluments” includes all emoluments and 
pensions payable out of the revenues of the Federation 
or of the Federal Railway Authority in respect of 
which income-tax is chargeable. 

'Section 139. (i) Corporation tax shall not be levied liy the 

Federation in any Federated State until ten years have elapsed 
from the establishment of the Federation. 

‘(2) Any Federal law providing- for the levying of corporation 
tax shall contain provisions enabling the Ruler of any Federated 
State in which the tax would otherwise be leviable to elect that 
the tax shall not be levied in the State, but that in lieu thereof 
there shall be paid by the State to the revenues of the Federation 
a contribution as nctir as may be equivalent to the net proceeds 
which it is estimated would result from the tax if it were levied in 
tlte State- 

‘(3) Where the Ruler of a State so elects as aforesaid, the 
officers of the Federation shall not call for any information or 
returns from any corporation in the State, but it shidl be tlte duty 
of tlie Ruler thereof to Cause to be supplied to tlie Auditor-Ceneral 
of India such Information as the Auditor-General may reasonably 
require to enable the amount of any such contribution to be 
determined. 

‘If the Ruler of a State is dissatisfied with the. determination 
as to the amount of the CGntribution payable by his State in any 
financial year, he may appeal to . the Federal Court, and if he 
establishes to the satisfaction of that Court that the amount 
determined is excessive, the Court .shall reduce the amount accoi'd- 
ingly and no appeal .shall lie from the deci.sion of the Court on 
. ; the appeal. ■ ' - ' ■: 

'S action lifo. (i) Duties on salt, Federal duties of excise and 
export duties shall be levied and collected by the Federation, but, 
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il an Act of the Federal Legislature so provides, there shall be 
paid out of the revenues of the Federation to the Provinces and to 
the I'ederated Slates, if any, to whicli the Act imposing the duty 
extends, sums er|uivalcnt to the whole or any part of the net pro- 
ceeds of that duty, and those sums shall he distributed among the 
Frovinci's and those States in accordance with such principles of 
distribution as may be formulated by the Act, 

‘(a) Notwithstanding anything in the preceding sub-section, 
one-half, or such greater proportion as His Majesty-in-Council may 
determine, of the net proceeds in each year of any export duty on 
jtvte or jute, products shall not form part of the revenues of the 
Federation, but shall be assigned to the Provinces or Federated 
Slates in which jute is grown in proportion to the respective 
amounts of jute grown tlierein. 

‘Section 14 1, (i) No Pill or amendment which imposes or varies 

any tax or duty in which Provinces are interested or which varies 
1he meaning of the expression “agricultural income’’ as defined for 
the purposes of the enactments relating to Indian income-tax, or 
which afl’ecls the principles on which under any of the foregoing 
provisions moneys are or may lie distributable to Provinces or 
Stales, or which imposes any such federal surcharge as is mentioned 
in the. foregoing provisions, shall be introduced or mewed in either 
Chamber of the Federal Legislature except with the previous 
sanction of the GovernoivGeneral in his discretion. 

‘(2) The Governor-General shall not give his sanction to the 
introduclion of any Bill or the moving of any amendment imposing 
in any year any such Federal surcharge as aforesaid unless he is 
satisfied that all practicable economies and all practicable measures 
for otherwise increasing the proceeds of Federal taxation or the 
portion thereof rettiinable by the Federation would not result in 
the balancing of Federal receipts and expenditure on revenue 
account in that year. 

‘(3) In this .section the expression “tax or duty in which Pro- 
vinces are interested” means — ^ 

‘(a) a tax or duty the whole or part of the net proceeds 
whereof are assigned to any Province; or 

‘(h) a tax or duty by reference to the net proceeds whereof 
sums arc for the time being payable out of the revenues of the 
Federation to any Provinces. 

‘Section 142. Such sums as may be. prescribed by His Majesty- 
in-Council shall be. charged on the revenues of the Federation in 
each year as grants in aid of the revenues of .such Provinces as 
His Majestv may determine to be in need of assistance, and different 
sums may be pre.scribed fo’r different Provinces: 
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‘Provided that, except iii the case of the Norl.h-Wesf 
FrcMitier Province, no grant fixed under this section siiall he 
increased by a subsequent Order, unless :in address has he.wi 
presented to the Governor-General by both Chaniljcrs of llie. 
Federal Legislature for submission to His Majesty ]maying that 
the increase may be made. 

'Sccilon r4;^. (i) Nothing in the foregoing provisions of this 

chapter affects any duties or taxes levied in any Federated State 
otherwise, than by virtue of an Act of the Federal Legislature 
applying to the State. 

‘(a) Any taxes, duties, cesses or fees which, immediately 
before the operation of this Act, were being lawfully levied by 
any Provincial Government, municipality or other local autliority 
or body for the purposes of the Province, municipality, district or 
other local area under a law in force on the first day of January, 
nineteen hundred and thirty-five, may, notwithstanding that those 
taxes, duties, cesses or fees are mentioned in the Federal Legislative 
List, continue to be levied and to be applied to the same purposes 
until provision to the contrary is made by the Federal Legislature. 

'Section T44, (i) In the foregoing provisions of this chapter 

■net proceeds’ means in relation to any tax or duty the proceeds 
thereof reduced by the cost of collection, and foi- the purposes of 
those provisions the net proceeds of any tax or duty, or of any 
part of any tax or duty, in or attributable to any area shall be 
ascertained and certified by the Auditor-General of India, whose 
certificates shall be final. 

‘(2) Subject as aforesaid, and lo any other express provision 
in this connexion, an Act of the Federal Legislature may, in any 
case where under this Act the proceeds of any duty or lax are, 
or may be, assigned to any Province or State, or a contribution 
is, or may be, made to the revenues of the Federation by any 
State, provide for the manner in which the proceeds of any duty 
or tax and the amount of any contribution are to be calculated, 
for the times in each year and the manner at and in which anv 
payments are to be made, for the making of adjustments between 
one financial year and another, and for any other incidental or 
ancillary matters.’ . 

It will, be noticed that while duties and taxes may be levied 
and collected by one authority, the proceeds may be allocated' wholly 
or in part to others. It may therefore be useful to arrange the 
financial subjects according to whether they are under the legislative, 
control of the Federal Government or of the Units. ^ 

’ .Ser J. P. Eddy and F, H. Lnwton, India's New Cniistitutinn, pp. epi-S- 
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Thn Federal Legislalivc list comprises the following subjects; 
Duties of eusl(mis, including export duties ; duties of excise on 
l.ol)fi('(;o and oLher goods manufactured or i^roduced in India except 
(i) alcoliolie liquors for human consumption; (ii) opium, Indian hemp 
and other narcotic drugs and narcotics; non-narcotic drugs; (iii) 
medicinal and toilet prepai'fitions containing alcohol or any substance 
included in (ii); Corporation tax, salt; taxes on income other 
than agricultural income; taxes on the capitaC value of the assets, 
exclusive of agricultural land, of individuals and companies ; taxes 
on the capital of companies; duties in respect of succession to 
property other than agricultural land; the rates of stamp duty in 
respect of bills of excliange, cheques, promissory notes, bills of 
lading, letters of credit, policies of insurance, proxies and receipts; 
terminal taxes on goods and passengers carried by railway or 
fiir; taxes on railway fares and fares and freights. 

The Provincial Legislative list includes the following subjects : 
T.and revenue, including the assessment and collection of revenue; 
duties of excist: on the following goods manufactured or produced 
ill the Province and countervailing duties at the same or lower rates 
on similar goods manufactured oi' produced elsewhere in India : 
(i) alcoholic liquors for human consumption ; (ii) opium, Indian hemp 
and other narcotic drug’s and narcotics; non-narcotic drugs; (iii) 
medicinal and toilet preparations containing alcohol or any substance 
Inckuled in (ii); taxes on agricultural income; taxes on lands and 
buildings, hearths and windows; duties in respect of .succession to 
agricultural land ; taxes on mineral rights subject to any limitations 
imposed by any Act of flic Federal Legislature relating to mineral 
development ; capitation t.'ixes ; taxes on professions, trades, callings 
ami employments; taxes on animals and boats; taxe.s on the sale of 
goods and advertisements ; cesses on the entry' of goods into a 
local area ; taxes on luxuries, including taxes on entertainments, 
amii.sements, betting’ and .gambling; the rate,s of .stamp duly in 
respect: of documents other than those specified in the provisions 
of Iho Federal Legislative List with regard to rates of stamp 
duty; dues on jias.seng’f-rs and goods carried on inland waterways; 
toils ; fees in re.spect of any of the matters in this list, but not 
including fees taken in any Court. 

Sqi. Financial inquiry by Sir Otto Nienieyer.— -The Secretary 
of ’State appointed Sir Otto Niemeyer^ to conduct the financial 

‘ .Sir Olio NiRmeycu’ was rogarclod ns one of the ablest officials ol the 
Kiitish Trisisuf.v anil lia.s hail .wide experience of international finance with 
intimate knowledge of the financial systems of more countries than one within 
and outsuie the Brili.sh -Empire, 
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inquiry nontcniplated under sections 138, 140 unci 142 of the 

Government: of India Act (see §40 above). Sir Otto arrived in 
India in tlie middle of January it)3f) and, after about three months' 
•study of the niale.rial submitted to his examination, presented 
Iris Report, which was published on 30 April [q3ti. d'lte R.e].)ort 
indicates that it .sliould be possible to introduc'.e. Provincial Autonomy 
by April 1937, and the Federation about a year later. .Sir Otto 
Niemcyer states that the budj^ettiry prospects of India, ‘j^iven 
prudent management of her finances, justify the view tluit iidec|uate 
arrangements can he made step by . step to meet the financial 
implications of the new constitution’. (See §44 below.) 

§42. Main recommemlations of the Nienieycr Report. — The 
central recommendation made by Sir Otto Nieineyer relates to the 
assignment of a fifty per cent share of the income-tax to the 
Provinces by the Centre. .Sir Otto cttleulales the Income-tax to 
yield Rs. 12 erores a year (exclusive of. llie ttix collected in Burma, 
which is separated from British Imlia under the new constilulion). 
Half of this (Rs. 6 erores) is assignable to the Provinces, but will 
be reliiined by the t'tmire for the first five yetirs, during wbleli the 
Centre should eonsolidafe its position. In the course of the next 
five years, by .six equal steps beginning from tlu; sixth year from 
the introduction of provineial autonomy, but subject to Section 
138(2) of the Government of Inditi Act (1935), tliis revenue is 
to be made available to the Provinces gradually, so that after ten 
years the Provinces will be in the enjoymtint of Iheir full sluire 
of the ineonu:-ta.x. The ineoine-tax is not to he thus relinquisiietl, 
however, so long as the portion of the distributable sum remaining 
with tlie Centre together with any contribution from Rtiitways 
aggregates to less titan Rs. 13 erores. 

§43. Assistance to Provinces. — Sir Otto Niemcyer proposes 
immediate assistance from the beginning of provincial autonomy to 
certain Provinces, partly in the form of cash sultventions, partly in 
the :form of cancellation of the. net (i.c. after olTsetting certain 
balances) debt incurred prior to s April 1936, and partly in tlie 
form of the distribution of a fui-ther tai per cent of the jute tax. 
In the case.s of Bengal, Bihar, As.sam, tlie North-West Frontier 
Province and Orissa, the entire net debt is cancelled, and in tlie 
case of the Central Provinces, all pre-f936 deficit debt plus approxi- 
mately two erores of pre-1921 debt. ' 

Annual cash subventions w’ill be as follows: United Provinces .25 
lalchs for 5 years only; Assam 30 lakhs; Orissa 40 lakhs; Nortli- 
We.st Frontier Province too lakhs subject to reconsideration after 3 
years ; Sind 105 lakhs to be reduced by stages after 10 years. 

- The total .approximate annual relief in lakhs aimed at by Sir 
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Otto Nieuicyer is as follows: Henj^al 75; Bihar 25; Central 
Provinces 15; Assam 43; North-West Frontier Province no; 
Orissa 50; Sind 103; United Provinces 23. The extra recurrent cost 
to the centre is Rs. 1,92 lakhs. 

Orissa is to f^et a further non-recurrent g:rant of Rs. ig lakhs, 
and Sind of Rs. 5 lakhs. 

Provlucial sharo of income-tax . — The percentage division of the 
distributable portion of the income-tax between the Provinces is as 
follows: 

Madra.s 15; Bombay 20; Bengal 20; United Provinces 13; the 
Punjab S; Bihar 10; Central Provinces 3; Assam 2; North-West 
Frontier Province i; Ori.ssa 2 ; and Sind 2. 

Sir Otto Nieraeyer .states that substantial justice will be done by 
fixing' the scale of distribution partly on residence and partly on 
].)opulatlon, paying to neither factor a rigidly pedantic deference for 
which the actual data provide jnsulficie.nt justification. 

S44. Principles of settlement. — ^'Fhe following are salient ex- 
tracts from tlie Report : ‘Throughout the discussions leading up to 
the Uov('rnmcnl of India Act, it has been recognized that at the 
imtuguration of ijrovincial autonomy, each of the Provinces should 
lie so equipped as to enjoy a reasonable prospect of maintaining 
financial equilibrium and, in particular, that the chronic state of 
deficit into which some of them had fallen should be brought to an 
end. My fir.st oliject has accoi-dingdy been to examine the present 
and prospect iv(' financial position of the. Provinces and, to determine 
the extent to which special assistance would be needed in order to 
aehievi' the above aim. Next, it is necessary to consider how far 
the t’enlra! Oovernment is in a position to render such assistance 
without jeopardizing its owm solvency. Finally, I have had to look 
further into the future and to suggest to what extent and when it 
may he possible for the Centre to place additional re.sources at the 
disposal of the Provinces out of the proceeds of the taxes on 

‘From the Provincial point of view, the desirability of attaining 
this final result is undeniable and the only question (though in 
itself a diffieult c[uestion) is to determine an equitable Ijasis of 
distribution, h'rom the Central point of view, on the other hand, 
it Is dear that the fin.'ineial stability and credit of India as a whole 
must remain the paramount consideration. Moreover, tliis is as 
essential to the Provinces ami to the .success of Provincial autonomy 
as it is to the Centre itself. 'I'hroughout my recommendations, T 
hav(‘ kept the stability of the Central finances continuously in mind. 
Expenditure at the Centre cannot be expected, consi.stently rvitb 
safety, to decrease mueh below the point to which it has now been 
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reduced. Tlicrc may be future saviiigs on debt conversions, but 
so far as they remain with the general budget, they liardly seem 
likody to do more than assist in reinstating- a more adequate contri- 
bution to delit redemption than the present reduced figure, of 3 
crore.s. It; is, however, at least unnecessary to contemplate any 
serious increase in the total expenditure unless tlie railway budget, 
contrary to expectation, fails to improve. 

'Expenditure in the Provinces could obviously be increased with 
advantage on many heads. This is a question of degree and 
opportunity. Some expansion in fact took place even with the 
existing Provincial resources, especially in the years before the 
slump when many Provinces were able, for instance, to increase 
substantially their expenditure on education. It may now be 
anticipated from the recovery of Provincial revenues, not all of 
which are or need be static. Nevertheless, the allocation at an 
early date of a share in taxes on income und<!r Section 138 of the 
Government of India Act constitutes, for many Provinces, the main 
hope for the future expansion. 

‘On a general review of the existing tendencies, I should con- 
clude that the budgetary prospects of India, given prudent manage- 
ment of her finances, justify the view that adequate arrangements 
can be made step by step to meet the financial implication.s of the 
new constitution, A change of constitutional and administrtitive 
arrangements cannot of course in a moment alter the general 
financial position or enable all conceivable financial desires to be 
met, but I see no reason why a cautious but steady advance should 
not be achieved. 

P43. Claims of Provinces. — (i) ‘I turn now more particularly to 
the prior question. The present position of the. Provinces and their 
contrasted positions inler se, both of which fall under the objective, 
of starling the Provinces on the occasion of autonomy on “an (won 
keel”. Various matters arise in this connexion. How far in actual 
fact is each Province now solvent and likely to remain solvent? 
This is a matter which cannot be judged on the position in one year 
only. How far, whatever may be its present position, has a 
Province administered its aflairs, whether in taxation or in expen- 
diture, with adequate firmnc-ss and how far has this or that Province, 
for whatever reason, been financially neglected in the. past and 
thereby condemned to a lot from which others have es(;aped?'' It 
is obviously impossible to reconcile all the conflicting views and 
arguments on these issues. The recommendations I shall make 
represent, in my belief, an ■ equitable settlement as lietween the 
various contestants and will, I hope, be accepted on that basis. I 
would only add here that in any country of the slxe of India there 
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inusl'. ine.viUilily be svibsUintial differences in the standard of 
afUninislrative needs and possibilities just as there are in other areas 
ol, the same size in the rest of the world or, for tliat matter, even 
in smaller units. 

‘It is obvious, as the Percy Committee said, that special assistance 
to coriain Provinces which, whatever precise form it taiccs, can 
only be j^iven at the cost of the Central revenues, operate to 
delay pi'o Imdo the general transfer to all Provinces of their share 
of the taxes on income. This consideration cannot be absent 
from the mind of anyone endeavouring to deal fairly with the whole 
problem and sets one limit to the amount of prior readjustment 
which can reasonably be admitted. At the same time, it is equally 
clear that s<jine Provinces are intrinsically better off than others 
and at the moment less urgently in need of additional resources; 
and it is both lair and inevitable that a certain measure of coi'rection 
should be applied, even if it means that Provinces which have been 
able to attain higher standards of administration should now, to 
some slight extent, have to progress more .slowly. 

‘Certain furtlie.r general comments may be made. Bombay has 
just received an annual relief to the extent of approximately go 
lakhs J'rom the separation of Sind ; Madras and Bihar approximately 
20 lakhs and 8 lakhs re.spectively from the separation of Orissa. 
Madras, Bombay and the Punjab have certainly not the lowest 
administrative standard.s in India. Bengal is clearly on a low 
standard, while Bihar and Orissa has been generally recognized as 
the poorest Province in India. To a less extent, similar considera- 
tions apply to the Central Provinces. The position of the 
United Proviiice.s is so far peculiar that while its ultimate future 
gives less reason for anxiety, its immediate difficulties are 
considerable. 

{ii} Sind . — 'Sind and Orissa, as newly instituted Provinces, have 
special problems of their own. The future of Sind and of the sub- 
vention as part of Sinci finances is imseparably bound up with the 
financial future of the Lloyd Barrage. In considering to what extent 
it is justifiable to continue this charge on the Centre, I must assume 
that the Barrage scheme will be administered on lines comparable 
with similar schemes elsewhere and that adequate rates will be 
charged for the facilities it will provide. In all the circumstances 
and bearing in mind the necessarily conjectural nature of estimates 
for a period stretching so far . into the future, I recommend that 
the Sind subvention should remain at 105 lakhs tor a period of 
10 years (i.e., till 1946-7 inclusive) and should then be diminished 
by 2$ lakhs a year for 20 years, by 40 lakhs a lyear for. the next 
5 years, by 45 lakhs a year for the next succeeding 5 years, and 


6o6 


INDIAN ECONOMICS 


llKirealicr iml.il the whole Barrage debt is repaid, by .so laklis a 
year. VVlieii the debt has been repaid, i.e. in about ,|o years Ironi 
funding in any remaining portion of the subvention will, of 

course, in any event cease. 

(iii) Orissa . — ‘It i.s impossible to ig-norc the fact that: tlie existing' 
standiird of expenditure in Orissa is extremely low and the scojie 
for exptuision in the Provimte’s own resources in l;h<; early lutun.- 
is unusually limited as against the provision of .:|.oi lakhs in 11)36-7 
for recurrent Orissti expenditun.;. It is tlua'efore necessary to 
contemplate a somewhat higher normtti scale of assistance tind my 
conclusion i.s that the figure should be increased to approximately 
50 lakhs. I recommend also, in order to case the position in the 
earlier years, that the Government of India should make a further 
grant to the Orissa Famine Fund so as to raise the total in the 
latter to the figure of 10 hikhs prescribed in the Orissa Order-in- 
Council. Five lakhs have already been jirovided for this purpose 
and a eontrlbulicn of li liikhs included in the i<)3fi'7 t>rissii Budget 
so th,'it a further non-recurrent sum of about 4 lalchs would be 
needed. Finally, it is clear that the cost of providing tlie new 
Province with .such essential buildings a.s tire, required will be. rttlher 
more than the sum of 27.^ lakhs for headquarters alone which the 
Government of India are setting aside out of their anticipated 
surplus of 1935-6. In my view, a further sum of 15 lakhs should 
suffice if a reasonable standtird is set and I recommend that 
a.ssistance for this purpose, additional to what hits been proposed, 
siioukl be ijrovided at the rate of 3 lakhs per annum in each of llie 
first live years. The total assisttince which 1 propose should be 
given to Orissa is thus about 57 lakhs iu the first year, .53 
lakhs a year in the next four years and, theretifter, 50 kvkhs 
a year, 

(iv) Assam . — ‘Assam has been universally recognized as a deficit 
Province and must undoubtedly receive assisUmce. The measure 
of the assistance depends partly on the prospective reventic of Asstim 
allowing for a very moderate amount of continued recovery and 
partly on the degree to which the existing Provincial deficit (47 
lakhs in 1935-6) can be regarded as having been unavoidable 
(either as regards expenditure or taxation). Allowiince has further 
to be made for the cost of provincial autonomy and for certain 
Eidjustments of expenditure with the Centre, including the cost of 
the Assam Rifles, hitherto mainly borne by the Central Govenuuent. 
At present the Central Government pays 12 lakhs per annum to'tviirds 
the total cost of the Assam Rifles (15 lakhs). In fultire tlie, tientffil 
Government will in any ease pay the cost of the Manipur l-lEillalion 
(approximately 3 lakhs). The Central Government now propo.ses to 
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b(.'.;ir 7 lakhs of Iho oosl of the rcmainhig: Assam force anrl to treat 
iJiis pavimait separately from any assistance for Provincial needs 
propca-. I think this is an equitable arrangement. The Assam 
(io\crmnctil pul forward a special claim in conne.vion with the 
proceeds of the excise duty on Assam oil. Though the incidence 
ol llie tax oiwiously docs not fall on the producing Pnjvince, I do 
not think there is any economic justification for this particular 
claim or that it presents any real analogy with superficiallj’ similar 
claims which, it may be alleged, have been recognized elsewhere. 
In any case, having regard to the amount of the propo.scd assisi- 
ance, which sucli a receipt could only operate to reduce, it is un- 
necessary to pursue this matter further. 

(v) NoHli-West Frontier Province. — ‘The North-West Frontier 
Province, which has since 1933 received an annual subvention of i 
crurc from the Central Government, is so far in a special po.sition 
that; Section 143 ttf the Government of India Act permits an increase 
in its sul)vention at any time without an address from the Federal 
Legislatun;. It is however desirable, both from the point of view 
of the Province ai\d I’rom that of the Central Government, that the 
subventicjn should be fixed for a certain period of years. After 
examining the past and prospective budgetary position of the 
I’rovince (and <ilso, incidentally, the various references made in 
the past to equivalence in certain respects with the neighbouring 
districts of the Punjab), my recommendation is that the existing 
sulxsidy of t crorc should be supplemented by approximately 10 
lakhs per annum. In so far as this assistance may take the form 
of a subvention under Section 143, it should be fixed for a period 
of live years wlilcli should be subject to revision in the light of 
the then existing circumstances. By revision I am far from 
implying a further increase. I contemplate merely that the position 
.should then be reviewed in the light of the .five years’ J’urther 
financial administration. , 

The Central Government’s position. — ‘Can the Centre 
support such an additional demand? Apart from this .sum of nearly 
two crores per annum, concurrently with the inauguration of provin- 
cial autonomy, Burma will be separated from India at a net 1o.ss to 
Ihc Central revenue.s now estimated by the" Government of India at 
about 3f erores. These two items together clearly would pre.sent 
a budgijtary problem of some magnitude if they had to he faced in 
i() 37-8, at one blow and so soon, from the normal resources of a 
single financial year. Thereaftcrj owing to the expansion in the 
Central resource.s which; may with confidence be anticipated, they 
need occa.sion no special difficulty. Thanks, however, to the Reserve 
Fund of about 2 crores which is being constituted out of the 
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aiiticipnted surplus of the year IP35-6, I see no reason why tlie 
grant; of these additional resources to the Frovinces slioukl not 
commence in ip37-8. 

‘hi so concluding^, 1 sliould be lacking' in lViinkiK;,s.s if 1 did no!: 
make it clear that the .scope in the ne\t :rew years for the relaxation 
of revenue, burdens is likely to be extremely small unless econornie 
improvement takes place at a rale well in excess of whal can now 
.safely be assumed. I have, howewjr, felt it right to assume that 
the cstablLshmctit of provincial autonomy must !;)e rcg'ardcd as tin 
objective to which the Govei'iinient of India will give .special con- 
sideration in assessing' the relative order of its lint.incial aims. 

‘From the financial point of view, I conclude that .His Majesty’.s 
Government may safely propose to I’arliament that Part III of the 
Government of India Act 1935 (Provincial Autonomy) should lie 
brought into operation a year hence. 

^47. Claim of jute Province.s. — ‘The claim of the jute-producing 
Provlncc.s to the whole or part of the juti- export duty has tilreatly 
been recognized to the extent of 50 per cent by the GovernmeiU 
of India Act. In my opinion, it is doubtful whether the argument 
that the incidence of this particular duty falls wholly pn the producer 
can be maintained. No concrete statistical proof of thus contention 
has been produced and, even if such proof could lae produced for 
a specific date, it may be doubted whether it would be valid in all 
the circumstances of a changing market. Further, even if the 
argument were completely substantial, it would not be conclusive 
on the question whether or not the community as .a whole in India 
was entitled to tap this source of revenue as it must in fact tap 
other sources of revenue of unequal provenance among tlic dilfcrcut 
parts of India. No soui'ce of revenue, whether customs, excise or 
income-tax, can in fact in any country be derived equally from all 
parts of the country alike, rich and poor, agricultural or industrial, 
In so far as a claim may he put forward on the ground that the 
taxable capacity of Bengal is limited by the incidence of this duty, 
that is a claim not so much to this particular fluty as to linancifd 
assistance generally. It is part in fact of the case for a .share in 
taxes on income or for .sucli prior .special treatment a.s it i.s the 
object of my present recommendations to secure, it may bo thought 
that -whatever validity there may be in the economic argument has 
already been met by the surrender to the Frovinces concerned of 
50 per cent of the net produce of the duty. It will, however, be 
convenient that part of the assistance I contemplate should tfikc 
the form of an increase in this figure and therefore I recommend 
that the percentage 'should be increased . under Section 14a (a) of 
the Act to 62I on the estimated gross yield of the duly in 1936-7 
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fit 380 lakhs. This increase of 12J per cent would mean in round 
figures the following' additions to the resources of the Provinces 
concerned at a corresponding cost to the Central Government: 
Hengal 42 lakhs ; Bihar lakhs ; Assam 2 J lakhs ; and Orissa 
rather over lakh. 

‘Apart from the separation of Burma and this provision of 2 
crores’ assistance for the Provinces which I have already recom- 
mended, the additional cost of the new federal institutions (probably 
something- over half a crore) may be imminent, and provision may 
have to be made for financial adjustments in respect of the States 
under Section 147 of the Act, at a net ultimate annual cost now 
estimated at rather more than half a crore, though the full annual 
charge on this latter account will presumably not fall to be met 
in the early years. If, however, there is bound to be delay, the 
Provinces will no doubt recollect that they will be receiving from 
the Centre the amounts proposed above, in addition to what certain 
of them have already been receiving from the jute export duty and 
about Rs. I1J crores per annum for roads as well as certain grants 
(Rs. 3|r crores) for rural purposes. Some of them have also received 
substantial assistance through being relieved of deficit areas. 

§48. Burden of income-tax. — ‘I wish to add two comments on 
these recommendations. After the abolition of the tax on the 
smaller incomes and the two successive reductions in the rates 
imposed in 1931, the rates of income-tax and super-tax in India, 
especially on the higher incomes, are by no means excessive. The 
general scheme of Indian taxation (Central and Provincial) operates 
to relieve the wealthier commercial classes to an extent which is 
unusual in taxation schemes, and there would be no justifiable 
ground of complaint if a slight correction of this anomaly were 
maintained. The assignment of taxes on income is the main method 
of assisting Provincial finances contemplated by the Government of 
India Act, and if the remaining surcharge were maintained, it would 
materially contribute to the early receipt by the Provinces of 
additional resources.’- 

§49. Basis of di.stribution of income-tax. — ‘Naturally each Pro- 
vince advocates the basis of division (population, residence etc.), 
which gives it the largest dividend. It cannot be said that any 
of the proposed bases have any particular scientific validity, or 
satisfy, in any appreciable degree, the ideal but practically un- 
ascertalnabie test of capacity to pay. 

‘The mere accident of place of collection, as has frequently been 

* -We have already indicated Sir Otto Niemeyerts view.? on the position 
of railways and his plea for a thoroughgoing overhaul of railway expenditure. 

,:;See ;§,29:' above.' r'::'-- 
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pointed oul: in previous discussions of this subject, is clearly an 
unsuitable guide. The residence of the individual, though it may 
be a convenient and practical dividing line for purposes t)! avoiding 
dnulile taxation between separate political units, is not in itself a 
very .scientific criterion, particularly in a Federation, and, in fact in 
India, gives results (of neeessity partly estimated) too suspiciously 
near those of collection to inspire much confidence. 

Finally, even supposing it were practicable to ascertain to what: 
part of India particular fractions of income (and theresfore the 
incidence of the taxation burden) properly adhere, it is still arguable 
that in a Federation other considerations are also involved, parti- 
cularly if the benefits and incidence of other forms of common 
taxation are unequally divided as betw-een the various partners. ’ 

§50. The Niemeyer Report adopted . — As rvas to be expected, 
the publication of the Niemeyer Report raised an almost universal 
storm of protest in India, All the Provinces, except the Central 
Provinces, as a matter of course attacked the Niemeyer plan and 
complained about their treatment in lengthy dispatche.s addressed 
to the Secretary of State. The Government of India also sent a 
dispatch to the same authority summing up their views. The 
Provincial representations in regard to the Niemeyer Award present 
a rowdy scramble. Each Province is inevitably convinced of the 
streiigth of its own claims and demands greater assistance from the 
Centre. Aliove the clamour of the Provinces the Government of 
India’s dispatch shows how straitened its re.sourccs arc iiound to 
be by what it regards as the exceedingly, if not exclusively, 
generous help given by the Niemeyer plan to the Provinces.’- The 
Provincial comments are reviewed in the following section. Lord 
Zetland in a dispatch (dated 20 May 1936) conveying to the Govern- 
ment of India the final judgement of His Majesty’s Government 
upon the Niemeyer Report and the representations made by the 
Provincial Governments and the Govammant of India on tliat Report, 
says that he entirely accepts Sir Otto Niemeyer’s conclusions and 
adds, Tt is my considered view that he (Sir Otto Niemeyer) has 
achieved as equitable a settlement between the various contestants 
as the case allows’. The Secretary of State and the Government 
of India thus regard Sir Otto’s Report as in the nature of a quasi- 
arbitral award. The dispatch declares that such a nicely planned 
scheme, could not properly be disturbed expect for the strongest 
reasons. In the same di.spatch the Secretary of State proposes 
i April 1937 a.s the date for ..the commencement of provincial 
autonomy. Accordingly Orders-inrCouncil were issued on 27 May 

‘ See The Times of Indffe, 28 June 1936. 
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1936, relaLinjO' to the distribution of the revenues and the com- 
mencement of provincial autonomy. The Order-in-Council relating 
to tlie distribution of the revenues reproduces tlie Nienieyer Award 
without alteration. The latter has thus become a fait accompli. 
'riu; ()rd(;rs-in-Ciouncil were placed before Parliament on 12 June 
1:936. 

§5:1. Some comments on the Niemeyer Award.— The Taxation 
Encjuiry Committee were asked twelve years ago to prepare a 
theoretically correct scheme of distribution of taxes between the 
Centre and the Provinces. They pointed out, however, that there 
was no such thing as a theoretically perfect scheme. A study of 
the financial systems adopted in the different federations would 
show how little pure theory has to do with the actual arrangements 
adopted in them, which have been determined mainly by the special 
circumstances attending the formation of each federation. Facts 
as they exist at the moment have to be reckoned with and will 
influence decisions more than dogma. Sir Otto Niemcycr’s recom- 
mendations are characterized by a spirit of realism and practicalness 
and rathcu- scant, regard for theory as such. This attitude comes 
out clearly whether we con.siclcr Sir Otto’s treatment of the question 
of subventions or export duties or the distribution of the proceeds 
of the income-tax. The recommendations represent a compromise 
between a number of conflicting aims and view-points and it is 
therefore not surprising that hardly any of the Interested parlie.s 
feel completely .satisflecl witli them. In fact, it is suggested as a 
fairly reliable test of the soundness of such arbitral awards that 
all the parties concerned should regard them with mild dissatis- 
faction. The dissatisfaction with the Niemeyer Report is univer.sal, 
and friendly critics plead that none of the contestants is acutely 
dissatisfied and that the Report does hold out a reasonable prospect 
of financial equilibrium both at the Centre and in the Units. 

§52. Provincial grievances. — ^As is to be. expected, some of the 
beneficiaries from the subventions complain that they have been 
treated in a niggardly fashion when compared with others. Thus 
Orissa feels aggrieved that whereas the subvention in its case is 
only Rs. 50 lakhs, it is Rs. 105 lakhs in the case of Sind. It is 
also complained that since the distribution of benefits has been 
governed by considerations of the actual needs of every ' Province 
rallieu than ils cleserts, the as.slgnment of revenues to the Provinces 
is arbiu-ary and unjust. Those Provinces which have regulated 
their finances with economy and ability have come off worse than 
iJie spendthrift, and incompetent Provinces. Bombay, for- example, 
is aggrieved because due regard has not been paid to the sixteen 
years of painful thrift she was forced to practice - as ■ a result 6f 
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the inequitable Meston Award. She bases her claim for a larger 
share of the income-tax on the additional ground that more than 

per cent of the income-tax is realized in Bombay, and Bombay 
has to provide for many costly services for the benefit of her 
industrial population. Bombay; further deplores that the distribution 
of the income-tax relief has been made entirely dependent upon 
the successful running- of railways, and presses for the cancellation 
of the fictitious debt created in respect of unproductive irrigation 
worksj financed from revenue and not from loans. The Govern- 
ment of Bombay protest that the relief to Bombay from separation 
from Sind is exaggerated. It is also argued on her behalf that 
if Bengal is to benefit from the jute export duty, she ought to 
benefit from the cotton duties. Similarly Madras feels she is 
entitled to more because, e.g., even on a population basis she should 
get something like 24 per cent of the income-tax instead of the 
20 per cent that is recommended. The Madras Government contrast 
Provinces like Bengal which have taken least care in balancing 
their budgets with themselves, and complain that Bombay gets too 
big a share of the income-tax. Bihar puts in its claim as the 
poorest Province and wishes that the basis of distribution should 
be a population one. The Punjab complains that too much has been 
made of the relief secured by her from the separation of the North- 
West Frontier Province 35 years ago and that the gratuitous 
assumption has been made that if the Frontier Province had con- 
tinued as a division of the Punjab, , it would still have remained as 
a serious burden to the parent Province. The Punjab fears that if 
the Niemeyer recommendations are carried out, its receipts from the - 
Centre will be less than at present by about Rs. 5 lakhs per year. 
The United Provinces casts envious eyes at ‘the big slices given 
to Bengal and Bombay’ and urges that it ought to get more help 
from the Centre as well, at the expense of the industrial Provinces. 

To all these complaints we fancy that .Sir Otto would reply by 
pointing out that the arguments on which the Provinces base their 
claims are theoretically unsound. In dealing with the supposed 
rights to income-tax in relation to population or place of origin and 
with the question of the jute export duties, the Report hints at 
the theoretical weakness of some of the usual arguments advanced 
in these connexions. 

Sir Otto would perhaps also further point out that so long as 
the partners in the new political experiment arc assured of solid 
advantages from tlie Federation it would be unwise on iheir part 
to insist on meticulous equality- or strict distributive justice. 

It may be that in the past some of the Provinces iiave been 
guilty of improvidence and extravagance. Nevertheless all must 
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now be nmde 1:o start even as far as possible, and ideas of retri- 
butive justice are wholly out of place. 

The Provinces which have ordered their affairs with care and 
economy must seek consolation in the i-eflexion that at least in the 
future they will be allowed to enjoy the full benefit from their thrift 
and ivisc management and that virtue will at last be rewarded. 

It is not suggested that some of the Provincial gidevatices are 
not well-founded and remediable. But it is almost impossible to 
make out an unanswerable case for revision. It is so easy to meet 
one set of clichds by another equally respectable I 

One obvious fact which should be remembered is that to give 
more to one party means giving less to the others, that is the other 
Provinces or the Centre, and the need of the latter may be more 
urgent or it may be for the" common interests of the nation that it 
should ' be adequately met. 

§53. Central needs. — It is most important that the Provinces 
should be armed with adequate spending power for the service 
of the nation-building departments and it is perfectly true that the 
needs of thes Central Government are comparatively speaking 
stationary and its resources may also be stationary. At the same 
time Sir Otto Niemeyer is right in insisting upon the stability and 
adequacy of Central finances as a fundamental necessity. The 
Centre must have enough money for its essential all-India purposes 
such as maintaining the credit of the country, defending the country 
from external aggression and internal commotions. It must also 
be remembered that without complete assurance of Central solvency 
the Indian Slates would be averse to joining the Federation, that 
under the new regime the Central Government will be required to 
incur a certain amount of extra expenditure, e.g. in connexion with 
the establishment of the Federal Court, that some of its resources 
arc no longer so reliable a.s they used to be,^ and lastly that although 
relatively to the Units its functions will always be narrow* they 
are likely to be wider in an absolute sense owing to the closer 
contact with the Provinces which modern improvements in com- 
munication have made possible and the modern bias in favour of 
state intervention and central direction. 

The military and naval expenditure also may increase, however 
much we may deplore such a development, owing to untoward 
interna, tional developments which are threatening the world. To 
admit this as a possibility or even a probability, however, is not to 
accept as authoritative Sir Otto Nierneyer’s opinion that it is not 

' For example; customs are likely to yield less because of the depression 
and the policy of protectionism, and . the railways are an ' Uncertain factor. 
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possible — even under existing conditions apart from any extra- 
oi-dinary developments — ^to reduce the present military expenditure. 
,So far as thi.s que.stion is concerneil our di.scu.ssion of it above 
(see §19) stands unaffected by Sir Otto’s oUtcr dichim. We call 
it an ohit&r dictum because military expenditure was not a subject 
into which Sir Otto was called upon specially to inquire, nor can 
he claim any expert authority for his views on it. He mii.sl 
merely be regarded as having taken the official assurances on the 
matter at their face value and having (quite rightly) decided to err 
on the side of safety in assuming that no further reduction of the 
present expenditure -was possible. 

Similarly Sir Otto’s justification of the surcharges on customs 
and income-tax and the endorsement of the same by the Secretary of 
State are not likely to be accepted withoul question in view of the 
Government’s solemn pledge about their removal. The getiei-al 
scheme of Indian taxation may be in favour of the wiialthier cla.sses 
as stated by Sir Otto, but the retention of the surcharges will not 
be accepted as a suitable correction of this anomaly because they 
are felt to press with undue severity 011 classes of people who 
deserve sympathy and relief. 

§54, Concluding observations on the Niemeyer scheme. — The. 
success of Sir Otto’s scheme, especially that part of it which is 
concerned with the sharing of the income-tax proceeds bct.ween the 
Centre and the Provinces, depends on the satisfactory working of 
the railways. The Provincial Governments will in their own 
interests have to co-operate with the Government of India in 
restoring the prosperity of railways and malro them once more 
substantial contributors to the' general revenues. This involves the 
regulation of the Provincial road policy so that the roads should 
assist instead of competing with the railways. It also involves 
a ‘thoroughgoing overhaul of railway expenditure’ on the j^art 
of the Central ' Government and a proper co-ordination of the 
different forms of transport. 

As one critic has remarked, the Niemeyer proposals have only 
an academic interest for the Provinces at present, because the 
share of the income-tax proceeds will not begin to be available 
until after ten years. Till then the Provinces will have to pur.sue, 
as rigorously as ever, the policy of retrenchment and economy. If 
they wish to realize any of their ‘nation-building’ ambitions they 
can only do so by resorting to fresh taxation, the prospects for 
rvhlch do not appear to be very bright at the moment. 

In conclusion we may welcome Sir Otto Niemeycr’s proposals 
as an honest attempt on the part of an acknowledged financial 
expert to solve a difficult and complicated problem. We must, 
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liowever, learn wisdom from the fate of previous expert recom- 
mendations on this tangled subject and not be too confident of 
the success of Sir Otto’s scheme. It may reasonably be presumed 
to be an improvement on the earlier schemes, if only because it has 
had more experience to go upon. But after all its success 
depends upon a number of incalculable factors — the general 
economic condition of the country, the fortunes of the railways 
and the developments in the international situation. 

1555. Statistics of Provincial finance. — ^The following four 
tables illustrate the financial position of the Provinces individually 
as well as in the aggregate. 


TABLE I' 

Total Revenue and Exfenditure of Provinces 


hi crores of rupees 


Year 

Revenue 

Contributions to 
Central 
Government 

Retained 

Revenue 

Kxpenditiu-e 

Surplus-f 

Deficit- 

X92X.2 

80-26 

9-83 

70-43 

79-16 

-8-73 

1922-3 

84-94 

9-20 

' 75-74 

77-23 

.r-i-49 

1923-4 

88-05 

9-20 

78-85 

76-09 

+2-76 

1924-5 

90’48 

9-20 

81-28 

78-41 

-4-2-87 

1925-6 

93-71 

6-20 

87-51 

85-89 

+ 1-62 

1926-7 

91-60 

S-I7 

86-43 

90-17 

-3-74 

1927-8 

93 -29 


93-29 

91-50 

+ 1-79 

192S-9 

91-49 


91-49 

92-91 

-1-42 

1929-30 

94-58 


94-58 

93-80 

+0-78 

1 939-1 

83-08 


83-08 

94-25 

-11-17 

193 1-2 

83-18 


83-18 

86-70 

-3-52 

1932-3 

84-3.i 


84-35 

85-67 

-1-32 

1933-4 

82-85 


82-85 

85-90 

-3-0S 


‘ Sec Simon Commission Report, vol. II, p.Ar. 254; anti Finance and Revenue 
Accounts oj the Government of India {1933-4)- 


ENDED 3 1 March 1934 
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Table I above shows that the expenditure in the Provinces has 
risen substantially, the rise between 1923-4 and 1928-9 being; no 
less than 22 per cent as compared with an increase of only 4 per 
cent in tin; revenue. 'The continued increase in Provincial expendi- 
ture was made jios.sible by the remission of Provincial contributions, 
the benefit of which, however, has been confined only to a few 
of them. Since 1930-1, while Provincial revenues received a set- 
back owing- to the severe economic depression, there was no 
corresponding- reduction in expenditure, and a succession of deficit 
years was inevitable. ■ - 

Tables II and III give the detailed particulars of the revenue 
and expenditure of the several Provincial Governments in the year 
t933-4- They also show the relative importance of the various 
heads of revenue and expenditure in the different Provinces. Table 
IV show.s at a glance Provincial Budgets in 1930-1, 1935-6 and 
^93^-7 (inclusive of the budgets of the newly created Provinces 
of Orissa and .Sind), giving also population figures for com- 
parison. The table will be found useful in considering the 
financitd adjustments recommended by Sir Otto Niemeyer (see 
5? 43 ante). 

Local Finance 

§56. Local (Rural) Board.s. — Since nearly 90 per cent of the 
population of British India lives in rural areas, far greater 
importance tiitaches to District and sub-Distriet Boards than to 
the mimiidpalities which serve the numerically insignificant urban 
population. .'\,t one time Provincial Rates or surcharges on land 
u.scd to be an important item in the budget in the Central Govern- 
ment. 'Today, Iiowever, they form a substantial part of the revenues 
of District and Load Boards, representing a proportion of total 
income vart-ing from 35 per cent in Bombay to 63 per cent in Bihar 
and Orissa (in 1922-3). They were originally started in Bombay 
and Madras between 1865 and 1869 and were levied on land chiefly 
for tlie construction and repair of roads, the upkeep of schools 
and dispensaries, village sanitation and other local expenditure. 
The principle was extended in pursuance of Lord Mayo’s scheme of 
financial decentralization. In 1871 Acts were passed levying similar 
cesses in Bengal, the United Provinces, and the Punjab. In the 
Pupjali and Outlh, cesses for road.s, schools and the District post, 
assessed at the time of the land revenue settlement, were continued 
side by side willi the new general ccss. Similar settlement cesses 
were introduced in the Central Provinces, Burma and Assam, 
which were later replaced by a general cess. Between 1871 and 
1905, tliere were added certain cesses for Imperial purposes. 'The 
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Famine Insurance Fund was instituted in 1878, to which were added, 
in some Provinces, cesses for Provincial purposes, chielly for the 
payment of village officers. The financial improvement in the 
position of the Government of India made possible the aljolil.ion in 
1905-6 of all cesses levied for other than local purposes. In some 
cases, however, the effect of this reform was not to reduce the 
amount of the cesses levied, but to transfer the fund from Provincial 
to local purposes, the Provincial Government being compensated 
from the Imperial Treasury. Recently there has been a tendency 
In some Provinces either to increase the general rate or, as in 
Madras, to add new cesses for specific local purposes such as 
elementary education. The basis of these local cesses on land 
varies with the system of land revenue. Thus in the ryotwari 
areas of Bombay, Madras, Burma, the Central Provinces and 
Berar, and in the temporarily settled areas of Assam the cess is 
levied on the basis of land revenue. In the United Provinces and 
the Punjab, on the other hand, the annual value is taken with twice 
the land revenue as the basis. In the permanently settled areas 
either the rental value or the acreage is accepted as the basis. As 
regards the rates of the cesses they are left to the discretion of the 
local bodies, subject to certain maxima and minima laid down by 
the Provincial Legislatures. The land cesses are collected along 
with the land revenue but are largely administered by the local 
bodies. The limits vary from 6;j^ per cent to 12 J per cent."- The 
land cess, although it i.s not proportioned to ability to pay, being 
levied at a flat rate, i.s everywhere recognized as an appropriate 
tax as it is applied for the benefit of the properties which gain by 
the activities of the Local Boards. We have already referred to 
the recommendations of the Taxation Enquiry Committee that the 
land revenue should be standardized at a low rate so as to leave 
a wider margin for local taxation.* 

The subjoined table indicates the principal sources of revenue 
and items of expenditure and the aggregate revenue and expendi- 
ture of District and Local Boards In British India.* 

' According to the Layton Report there is no longer any excuse for the 
retention of the maximum (which in some Provinces has been one anna in the 
rupee, and has remained unchanged for over fifty years) because (i) the land 
revenue no longer represents a very high proportion of the net produce, 
especially in the permanently settled Provinces, and (it) all the other (;e.s.ses on 
land have been abolished. See Simon Commission Eefort, par. 375. 

“ .See vol. I, ch. xii, . §35. 

“ These figures represent the ..aggregate revenue and expenditure of 1,144 
and 1,324 Boards (including Union Panchayats in Madras) in 1913-16 and 
respectively. See Statistical Abstract for British India, 1923-4 and 

1932-3. 
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In lakhs of rupees 


Incomk 

(excluding balances) 

I()I5-i6 i 

•932-3 

Expenditure j 


1932-3 

Provincial rates ... 
Civil Works 

Other sources 

3>39 

1.43 

3,68 

5.12 

1,94 

8.45 

Education .. j 

Civil Works 1 

•Sanitation, Hospital, 

1 1,82 

I 4 , 16 

5,91 

3.70 

1.93 

3, .57 

Total ... 

7-So 


Debt and Miscellane- 

1.32 

Incidence per head . 

0" s' r 

« 0 5 

Total ... 

8,00 

iS.ii 


1 The above table shows an increase of income from Rs. 7-50 s 

crores in 1915-16 to Rs. i5\5i crores in 1932-3. But as this income i 

has to be divided among 1,324 Boards, the poverty of an average V i 

Board stands out clearly, : 

§57. Municipal finance. — As seen from the table on p. 622, the 
main source of the income of municipalities is rates and taxes, 

'1 whicli account for about two-thirds of the total municipal revenues. ii 

The remaining one-third is derived from municipal property, contri- iji 

butions out of Provincial revenues and miscellaneous sources. The | 

; taxes levied by the local authorities may be grouped under four 1 

heads : (i) Taxes on trade, for example octroi duties, terminal 1 

taxes, tolls, etc.; (iil taxes on property, for example taxes on 
houses and their sites (and in rural areas the cess on land); (Hi) 
taxes on persons, for example taxes on circumstances, profes- 
sions, trades and callings, on pilgrims, on menials and domestic 
servants, etc.; and (iv) fees and licenses. Fees are either for speci- 
fic services rendered by the municipality, such as scavenging fees, 
or are partly of the nature of luxury taxes and partly levied for 1 

purposes of regulation, such as licenses for music, vehicles, dogs | 

and other animals, etc. There are also license fees for offensive ' 

and dangerous trades. The Taxation Enquiry Committee point 1 

out that considerable vigilance is necessary in respect of indirect 
taxes, such as taxes on trade taking the form of octroi, terminal 
taxes and tolls, so as to prevent undue interference with inter- ' 

i Provincial traffic. Special objection is taken to the octroi and 

I terminal taxes which offend against all the canons of taxation, and 

: substitutes such as a tax on retail sales or profession taxes are 

’ suggested. At any rate a judicious modification of the present 

system of octroi duties is necessai7. Another important sugges- 
tion of the Committee is in favour of increased assc-ssment of town 
property which benefits largely, from municipal activities. The 
4 machinery for collection and assessment, however, would have to 

be far more efficient for this purpose than it happens to be today, 
i The heavie.st, items of expenditure, as the table below shows, are 
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public health and convenience, public works and education. The 
municipalities arc often unable to meet their expenditure from 
01‘dinfiry revenues and have generally therefore to borrow money, 
either from Government or in the open marlcet, to carry out such 
large projects as water supply, drainage works, c;lc. The borrow- 
Ing.s of the Bombay Municipality are the liiggcst, amounting to 
Rs. 20 crores. 

The following table illustrates the financial position of munici- 
palities in British India. ^ 

In lakhs of rupees 


Sources or Income 

Municipal Rates and 
Taxes: Octroi ... 
Taxes on hou,ses and 

Tax on animals and 

Tax on professions 
ami trades 
Tolls oh roads and 
ferries. ... 

: Water rate ... ... 

Lighting rate 
Conservancy rates ...' 
Other ti;\xe.s ... ... 

Total rates and ta.xes 
Realizations under 
Special Acts ..: 
Grants from Govern- 

Rent of lands, houses, 

Fees 

Receipts from mar- 
kels and slaughter 
houses. ■ : ... 

Other sources a n d 
htiscHllaneous 
Total Income ... 
’Extraordinary and 
: D cM : ■ 

Grand Total .. 
Incidence per head 

(i) Rates and Taxes 

(ii) Total income, 
excluding Extra- 
ordinary and Debt. 


.eneral Adminis- 
tration and coilec- 

Tublic .Safety : j 

Lighting 
Policu 


Total ... 

rublic Healtii and 
Convenience — 
Water supply, 
drainage and 
Conservancy ... 
Hospitals .and Dia- 

Vaccination 
riagun cliargi's, 

marlcets, gardens 
and sanitary ... 
Public Works 
Public Instruction ... 
Contributions f n r 
genca-al purposes .. 
Miscellaneous : 

Interest on loans ... 
Other miscellaneous 
expenriiture 

I'otal lixpemlitiirt’ 


Grand Total, ... 


' These figures represent the aggregate revenue and expenditure of 714 
and 7«g Municipalities in 1915-16 and 1933-5 respectively. See .Statistical Ai- 
slract for British Indiai 1923-4 and- 1932-3 (Tables Nos. 130-2). 
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.Since the totiil income indicated in the above table is distributed 
am(jn|>' as many as 789 municipalities, it is obvious that the averag-e 
municipality in India must be very poor in resources. The Bombay 
(.Corporation alone has an income of over Rs. 3 crores, and the 
Calcutta Corporation an income of over Rs. 2 } crores. While 
Bombay and tialcutta, however, stand head and shoulders above 
an average municipality in this country in point of the size of 
revenue they enjoy, they cannot stand comparison, for in.stance, 
with the city of Glasgow which, with a population approximately 
equal to that of Calcutta, has twelve times the income of Calcutta. 

5(58. Inadequate re.sources of local bodies. — It is not necessary 
here to trace the progress of local self-government in India since 
its inception in Lord Mayo’s time. We shall confine ourselves to a 
disciussion of the financial position in recent times of the local self- 
governing bodies— -urban (municipalities) and rural (rural boards). 
With the inauguration of the Reforms and the transfer of Local 
Self-Government to ministers, the question of local finance has 
come into increased prominence. Considering the devolution of 
powers to local bodies that has taken place and the wide range of 
functions assigned to the municipalities, rural boards and Pancha- 
yats, such as Public Health, Education, etc., the resources of these 
bodies are at present utterly inadequate. It is impossible for them 
to introduce modern standards of administration unless they arc put 
on an ampler financial basis.* Under the new constitution, the 
local bodies tire called upon to meet expenditure on services pre- 
viously renderi'd gratis by Government servants belonging to the 
various departments. Also, in the first flush of enthusiasm the 
local bodies forgot that ‘all undertakings depend upon finance’, “ 
and launched costly and ambitious schemes of education, medical 
relief, etc., which were beyond their powei's. The financial difficul- 
ties thus caused have recently been met partly by retrenchment, 
partly by iidditional taxation and partly also by a more careful 
distribution of tlie available resources. 

5)59. Causes of inadequacy of resource.?.— -Apart from the general 
low taxable capacity of the people and their alleged unwillingness 
to tax themselves for local purposes, another important factor ex- 
plaining the inadequacy of local resources is the unfair distribution 


' 'Fhf povi'i’ty of our local bodies stands in marked contrast' with the rich 
r(!si)urc(!.s of aimibir Ixidics elsewhere. For example, as the Simon Commi.ssl<jn 
point out, ‘local rates of alt kinds, urban as well as rurnh produced id 1927-8 
in British India iibuut ;^'i2l million.s, which . ts .. only little more than the 
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of revenues between the Central, Provincial and local autliorities. 
In England the bulk of the contribution from land goes to tlie local 
bodies, the Central Government receiving only a very small amount 
as land tax. One of the reasons for the financial weakiui.s.s of tlie 
local bodies in India is that the local bodies have developed by 
the process of devolution of powers instead of the proce.ss of a 
federation of strong, semi-independont smaller units into largcr 
political units. Another i-eason is that the jurisdictions of the local 
bodies are usually so extensive as to remove them from effective 
touch with tax-payers. Had it not been for this, the imposition of 
taxes on houses and persons by local bodies in the. villages would 
have been easier. From this point of view, the restoration of the 
Influence of the village panchayats and a limitation of the functions 
of the bodies at present operating would be desirable. 

§6o. Improvement of resources. — ^Though the recommendations 
of the Decentralization Commission and the introduction of the 
Reforms (1919) have led to considerable financial freedom being 
conferred upon local authorities, there has been no material change 
so far as the nature of the taxes imposed is concerned except that 
the taxes which may be levied without the sanction of the Govern- 
ment of India have been specified in the Scheduled Taxes Rules.’' 
The Taxation Enquiry Committee make the following recommenda- 
tions with a view to increasing the resources of the local bodies : (i) 
conversion of the ihalhameda,^ the capitation tax and the chowkidari 
into source.s of local revenue; (ii) standardization of the land reve- 
nue at a low rate so as to give better scope for local taxation ; (iii) 
transfer to local bodies of a share of the collection of Provincial 
Governments from ground rents in towns and from an increase in 
the rates of non-agricultural land ; (iv) empowering municipalities to 
tax advertisements; (v) extending the scope of taxes on entertain- 
ment and betting; and giving local bodies a substantial share of 
the proceeds; (vi) extending and improving the administration of 
the taxes on circumstances, property and professions; (vii) reducing 
the import duty on motor cars and enabling the Provincial Govern- 
ments to levy a provincial tax in lieu of tolls for distribution to 
local bodies ; (viii) empowering local bodies in selected areas to levy 
a fee for the registration of marriages; and (ix) supplementing the 

The Scheduled Taxe.s which the local authoritle.'s can hnpo.se under these 
rules are tolls j taxes on land and land values; ta.xe.s on buildings ; on vehicles 
or boats; on animals; menials and domestic servants; octroi duties and tennihal 
taxes ; taxes on goods imported v into or , exported from a local area ; taxes 
on trades, / professions aodv. callings. ; ■ taxes on private m.arkels, taxes 'for 
services rendered, for example, water rate and drainage tax; and fees for the 
use of markets and other public conveniences. 

“ General tax on land in Burma. 
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resources of local authorities by subsidies which should be ordinarily 
restricted to services of national importance and granted in such 
a way as to enable the Provincial Government effectively to enforce 
cliiciency.^ Another way of increasing the resources of the local 
liodies is to extend the scope of municipal trading and enterprise 
so as to lessen the existing dependence on taxes. In view of the 
comparative inelasticity of the local taxes it is desirable to make 
use of non-taxation sources to a larger extent tiian at present. In 
western countrie.s, particularly in Prussia, tlie scope of municipal 
domain — landed estates and especially industrial and trading domain 
— is on the increase and there are municipal tramways, waterworks, 
gas and electric works, burial grounds, bathing establishments, 
fisheries, docks, bakeries, theatres, inns and restaurants, mills, 
factories, dairies, etc. All these enterprises are apparently not only 
rendering effective .service to the civic population but are also a 
substantial source of revenue for the municipalities.* This aspect 
of local finance has been entirely neglected in India and it appears 
worth while for the local bodies to explore its possibilities so as to 
add to their slender resources and increase the amenities of civic 
life. 

* Taxation Enquiry Committee Report, par.s. 194-6. 

“ .Shall .'iiul Bahaiiurji, Functions and Finance of Indian Mmicipalities, 


CHAPTER XII 

UNEMPLOYMENT 

§1. Scope oJ the chapter .' — A permanent margin of unemploy- 
ment among industrial workers is a feature of tlie economic sysleni 
Galled into existence by the Industrial Revolution in western 
countries. Certain palliatives, such as unemployment insurance 
allowances and poor relief funds, have come into use more or less 
in. these countries, without however touching the fundamental cause 
of unemployment, namely, a maladjustment between production and 
consumption inseparable from the existing individualistic system of 
competitive production for world markets. The post-War depres- 
sion in industry has created an unemployment situation of unpre- 
cedented magnitude. But though the evil has manifested itself on 
a scale unknown in the pa.st, the phenomenon of industrial un- 
employment itself is sufficiently familiar in the west. 

With us here in India, the problem of unemployment presents 
aspects which, while equally difficult to tackle, are somewhat 
different from tho.se found in western countries, s In the first place, 
the vast majority of the population depends upon agriculture, and 
vve have already seen that, in most parts of India, there is .sca.sonal 
unemployment in agriculture for five to nine months in the year 
during the slack season; and we have discussed the question of 
suitable supplementary industries to keep the cultivator occupied 
during this period of enforced idleness. But a more .seriou.s aspect 
of the unemployment problem presents itself in connexion with the 
periodical occurrence of scarcity or famine, due to a partial or total 
failure of the monsoon, leading to a partial or complete stoppage of 
agricultural operations over wide areas, and di.sengaging a vast 
quantity of agricultural labour and of labour employed in industrie.s 
subsidiary to agriculture. This is by far the most .serious form of 
unemployment to which India is liable. 

Turning to occupations and industries other than agriculture, we 
may distinguish between the manual or hard-handed workers, and 
the intellectual and clerical or soft-handed workers constituting the 
so-called educated middle class. Regarding the former category of 
industrial workers, it is clear that unemployment among -them, 
though not unknown, does not as yet exist on the western scale 
for the simple reason thaft our industrial development is as yet in its 
infancy. So far as we have any modern industries at all, they have 
been caught up in the world-wide depression, and tlicrc exists at the 
present moment a good deal of industrial unemployment in 
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• India also. Owinj.>' to the closure of workshops and factories, or 
retrenchment in them, a number of operatives, skilled and unskilled, 

(■' are vvilhoiit work. But in more normal times the complaint is 
rather that there is scarcity of industrial labour than that there is 
uncjnploymcnt anion^- its ranks. Moreover, unemployment when 
it does come has not the same terrors for the operatives in India as 
i in the west, owing to the fact that most of our . industrial labour 

has predominant agricultural interests. Often indeed work in a 
factory i.s regarded as a second string to the bow and is taken up 
only during the slack agricultural season. Industrial unemployment 
in India differs from the corresponding phenomenon in the west 
not only as regards scale b.ut also as regards the nature of the 
problem it creates for the State. To a certain extent the problem 
is automatically solved in India by many of the unemployed return- 
. Ing to their villages. The distress is in this way merely transferred 
from the industrial to the rural areas, and not really remedied. But 
it at least largely disappears from sight so far as the industrial 
centres are concerned and one does not see as in Europe shoals of 
the unemployed walking the streets of our industrial cities in vain 
search of work. 

As distlng'ui,shed from unemployment among industrial workers 
in organized industries, there is some unemployment among cottage 
workers. In our Chapter on the economic transition in India^ 
and our discussion of the position of cottage industries,* a general 
i idea has already been obtained as to the manner in which the 

different classes of artisans have been affected by the transition, 
and we have formed some notion of the hardship and distress which 
have been the portion of many of them, who, having lost their old 
occupations, have not found a satisfactory substitute for them. 

Another species of unemployment which is comparatively a 
modern growth in India is middle class unemployment, affecting 
those who have attained a certain standard of education and who 
,! depend more or less exclusively upon non-manual or clerical occu- 

i pations. This is a problem that has recently pushed itself very 

i much to the forefront. ^ 

j In this chapter we propose to concentrate attention on rural 

i unemployment due to famines and middle class unemployment.. 

Rur/vl Unemployment : Famines ANn Famine Relief , 

§ 2 . Re.sponsihility for famines. — -The, frequent occurrence of 
famine.s in the last quarter of the nineteenth century accompanied 
, by a political awakening of the people gave these calamities a 

prominence which possibly they would not have attained otherwise. 
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Indian publicists attributed their severity to the industrial, financial 
and land revenue policy of the Government, liy the great majority 
of people, the British Government came to be regarded as the sole 
cause of famines and this facile view of things was not disturbed 
by unimpeachable historical evidence of equally, if not more, severe 
famines in the pre-British days. Thi.s uncritical attitude elicited 
the cheap retort that famines were entirely due to failure of 
rains — a circumstance beyond the control of the British or any 
other Government. This, however, rather missed the point of the 
critics, who blamed the Government not for withholding- rain but 
for causing the impoverishment of the people which made them 
incapable of resisting the effects of .occasional scarcity. In this 
chapter, however, we are not concerned with locating the res- 
ponsibility for Indian poverty but with the less contentious subject 
of the nature of Indian famines and the machinery devised to 
combat them. 

§3. Economic effects of famines. — ^The economic effects of 
famines are bound to be disastrous in a preponderantly agricultural 
country like India. The heavy mortality due to sheer starvation 
which used to be a regular feature of the famines in the old days, 
has ceased to characterize modern famines, though the epidemics 
which still follow in the wake of famines send up the mortality 
figures very greatly. There is a general lowering of the efficiency 
of the surviving people and the suspension of cultivation involves a 
great economic loss to cultivators. Food famines are often accom- 
panied by fodder famine.s, and the resulting loss of cattle further 
hampers agriculture. There is also an adverse reaction on trade 
and industry because of the reduction in the purchasing power of 
large numbers of people. Public finance is greatly disorganized 
and the Government is hit hard both on the side of revenue which 
inevitably shrinks and of expenditure which equally inevitably 
expands. , 

§4. Histoty of famine relief.^ — It is wrong to suppose that in 
the pre-British days there were no famines at all or that they 
were less severe than in the present days. We read that in the 
famine of 1291 whole families drowned themselves as an escape 
from starvation, also that in the famine of 1555, people tried to 
live on the hides of dead beasts, and that the famine of 1630 
actually led to cannibali.sm. In the face of these terrible records of 
well-autbenlicated facts, it is impossible to subscribe to the popular 
opinion that the British in some mysterious way brought famines 
with them to India. Famines on the contrary were more common 

^ For a ibrief, but excellent, treatment of famines, in India, see A. Loveday, 
The History and Economics of Indian Famines, 
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in pre-British days while, owing- to defective communications, the 
system, of famine relief was inevitably less effective than at 
present. 'I'here were central granaries at the capitals -which were 
originally maintained as war chests, but which in times of famines 
could l)e used to feed the starving poor. As communications were 
undciveloped, the village rather than the Central Government became 
the vital organization of society, and it was the surplus grain 
stored in tlie villages from which any relief could be expected. The 
efficacy of this arrangement depended on the intensity of the famine 
and its duration. The construction of public works like canals 
and tanks or the erection of temples, mosques,, forts or palaces 
at public expense gave employment to a number of people and 
may have been useful in mitigating distress. Lastly, it may be 
believed that the liings occasionally attempted direct charity, 
which, however, from the nature of things could not have been 
anything but inadequate as a remedial measure. The present 
view as to the responsibility of the State in thi.s matter is a very 
recent growth. 

Coming to the British period, the most important famines 
during the regime of the East India Company between 1760 and 
1857 were those, of 1770, 1784, 1802, 1824 and 1837. Excepting 
the first in the list, these famines did not receive the same elaborate 
attention, either at the hands of the Government, or of the historians, 
a.s the famines of the latter half of the nineteenth century. I'he 
minds of people were preoccupied with other grave matters, such 
as the continuous wars, the widespread disorder caused by the 
sudden introduction of unfamiliar judicial and land revenue systems 
and a c<3rrupt administration in the hands of ill-paid and inex- 
perienced officials, unemployment on a large scale caused by the 
sudden demobilization of the troops of Indian princes, the depreda- 
tions of the Pindaris, etc. The political and administrative pre- 
occupations of the Company made it indifferent to the question of 
the economic regeneration of the people. Even if it had the oppor- 
tunities, it i.s doubtful whether it would have had the will to do 
anything, because its whole outlook was vitiated by commercial con- 
siderations and it seemed to be more concerned with the dividends 
of its shareholders than with the lives of those from whom these 
dividends were drawn. The Company in the later years of its 
existence acknowledged in a general way its obligations to the 
famine-stricken people; but it failed to evolve any systematic famine 
policy. Slipshod and spasmodic eflorts were made to deal with 
famines by regulating prices and trade in corn, .encouraging 
emigration and occasionally undertaking public -works. But all this 
was mere tinkering with a vast problem. 
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It is to the period following the transfer of India to the. Crown 
in 1858 that we must turn for the elaboration of a proper system 
of prevention, insurance and relief evolved through many experi- 
ments and failures. In this period fall several great famines such 
as that of north-west India in i860, of Oris.sa in 1S65, of Rajputana 
in 186S, of Bihar in 1873, South India in 1876 and the two 
widespread famines of 1896 and 1899-1900 which all'ecled various 
parts of India, including Bombay, Madras and the Central Provinces. 
The Orissa famine of 1865 affected five crores of people and was 
responsible for a heavy mortality of ten lakhs. The Government 
were slow to take action in the beginning, though food was later 
poured in large quantities into the affected areas. The great loss of 
life in this famine led to an inquiry presided over by Sir John 
Campbell, and the Government announced their definite policy to 
save life at any cost. In the Bihar famine of 1873 the Government 
erred in the direction of indiscriminate charity and exces.sive ex- 
penditure. The great South India famine of 1876-8 involved a 
mortality of 52 lakhs. This led to the appointment of the first 
great Famine Commission presided over by .Sir Richard Strachey, 
and on the measures taken by the Government of India at the 
instance of this Commission is based the subsequently elaborated 
machinery of famine relief. Among the steps taken by the Govern- 
ment may be mentioned the introduction in 1878 of a Famine 
Insurance Grant by which a sum of Rs. crores was provided in 
the annual budget of the Government of India to be spent on direct 
relief if there was a famine, and On the construction of public works 
of a protective nature if the year was normal; the extension of 
communications by the system of the ‘nerv guaranteed railways’ ; the 
clear definition of the principles of famine relief as provision of work 
to the able-bodied at a wage .sufficient to secure health but not ordi- 
nary comforts, and gratuitous relief to the infirm in their own villagc.s 
or in poor-houses; assistance to the landowning classes by way of 
takkavl loans; and the suspension and remission of land revenue. 
Famine codes embodying these principles were made for every 
Province. These codes were put to a severe test during the famines 
of 1896-7 and 1899-1900 and were amended in the light of the 
experience then gained- Tlie earlier of these famines were followed 
by the appointment of a Commission presided over by .Sir James 
Lyall, which made certain recommendations for the relief of ‘ipccial 
classes like weavers and hill tribes, proposed rules for the manage- 
ment of charitable funds, advocated a freer grant of gTatuitous relief 
in villages, but disapproved of the extension of decentralized relief 
works. The second of these famines came too rapidly on the heels 
of the first to allow the Government time to consider these 
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recommendations. In 1900 the Maharaja of Jaipur donated Rs. 16 
V lakhs to constitute the nucleus of the Indian Peoples’ Famine Trust. 

In 1901 the. last Famine Commission under Sir Antony Macdonell 
emiihasized the importance of ‘moral strategy’ or ‘putting' heart 
! into the people’, that is, assisting' the people by loans and other 

I means immediately danger is scented, by the prompt and liberal 

I distribution of takkavi, early suspension of land revenue, and a 

I policy of ‘prudent boldness’ involving the preparation of a large 

I and elastie plan of relief, constant vigilance and full enlistment of 

i non-official help. The Commission further drew attention to the 

i necessity of devising measures for tackling a fodder famine and 

1 of saving cattle. Lastly it recommended the starting of co-operative 

i credit societies and the extension of State irrigation works of a 

! protective character. The amended famine codes embodying these 

! principles have well stood the test of subsequent famines, such as 

I that of the United Provinces in 1907, of Ahmednagar in 1912, and 

j the far more serious scarcity of 1918 and 1920, and these visitations 

I of nature may now be said to have been brought more effectively 

under human control than ever before in the. history of India. 

§5. Change in the nature of famines. — One main cause why 
this satisfactory result has been brought about is that the nature 
of famines has entirely changed. The Special Commission of 1867 
defined famine as ‘suffering from hunger on the part of large 
classes of population’, but the history of famines in. India is largely 
a discovery of a change in the meaning of that word brought about 
by two main factors : first, the improved means of communication 
and .transport by which deficiency in one part can be relieved by 
i drawing upon the abundance in other parts ; and secondly, the 

i progressive perfection of the administrative organization dealing 

' with famines.’- We have now no such thing as a food famine, for 

although the rains may fail in one part, it is very rarely that this is 
not balanced by an exceptionally good monsoon somewhere else; 
and thus, taking the country as a whole, there is generally 
the usual quantity of food available. Since modern famines are 
not food famines but money famines, what the State is called upon 
i to do is to provide work and wages on an adequate scale. At 

i present a famine is more accurately described as a temporary di.s- 

j location of employment due to the failure of crops, than as wide- 

1 spread death from starvation. Famine relief therefore primarily 

I consists in providing employment for those against whom nature 

! has declared a temporary lock-out.® When ordinary . employment 

1. ‘ See Loveday, op. oit,' . 

“ , See Sir T. Morison I Economic Transition 


in India, p. 124.' 
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fails, the Government open relief works on which pmctically 
everyone who seeks employment: gets it and is able to earn 
enough by way of wages to enable him to buy just sunieient 
food. 

§6. Classificatioii of causes and remedies. — The causes of 
famines may roughly be divided into two kinds ; (i) immediate and 
direct causes like drought or the after-effects of drought; and (ii) 
remote but funclamental causes which have to do with the intense 
poverty of the people and their consequent inability to resist the 
slighte.st disturbance of the normal economic life. The first kind 
of causes can be met by the adoption of measm-es for the alleviation 
of distress or by making wise provision beforehand and remaining 
always in a state of preparedness to meet the calamity. Storage 
of grain and fodder and all insurance schemes are instances of 
previous preparedness. To deal with the second kind of causes 
we must dig deep down into the fundamentals of the question of 
Indian poverty. The solution of this tremendous problem has to 
be approached from many sides and involves the adoption of an 
all-round intensive programme of economic regeneration. 

§7. Direct cause.s and remedies.^ — The chief direct cause of 
famines being deficiency or total failure of rains, it would be 
clearly an advantage if the probable character of the coming mon- 
soon could be foretold. The Meteorological Department keeps a 
regular record of the weather conditions prevailing in the different 
parts of the country. It is supposed that these data and especially 
a scientific study of the conditions prevailing in the upper strata 
of the air are capable of furnishing sufficient clues for making 
successful forecasts about the monsoon. Excessive rain.s and floods 
are also causes of famines, but the damage due to these can 
generally be repaired with comparative ease. Locusts and other 
insect pests and various kinds of fungi are often responsible for 
failure of crops. Government mycologists and other experts are 
engaged in fighting these causes. 

§8. Famine Insurance and Relief Funds. — The precautionary 
measures against famine include the Famine Insurance Grant 
mentioned above. The Government of India used to allot funds 
out of this grant to the different Provinces according to their needs. 
Before the Reforms famine relief had come to be a regular divided 
liead of expenditure, the Central Government bearing two-thirds, 
and the Provincial Governments one-third, of the expenditure. 
But after the financial decentralization that followed the Reforms 
of igig each Province was required to provide for its own famine 
insurance out of its revenues annually. The unspent grant formed 
part of the Central balances on which the Central Government 
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paid ialerest. The balances of the fund could be spent on (i) relief 
of lamiue, (ii) construction of protective works for prevention of 
famines, and (iii) grant of loans to cultivators. A scale of the 
Famine: Insurance; Fund was laid down, and each Provincial 
{.lovernment wa.s required to contribute from its resources a fixed 
sum ever}' year for Famine Insurance in proportion to its liability 
to lamine, 't'hus while Bombay, the Central, and United Provinces 
contributed to the Famine Insurance Fund Rs. 63-60, 47-26, and 
39-60 lakhs respectively, Bihar and Orissa, Madras and the Punjab 
contributed Rs, 11-62, 6-6i and 3-81 lakhs respectively. The 

contribution of Bengal was Rs. 2-00 lakhs, and of Burma and 
Assam, only Rs. 0 67 and o-io lakhs re.spectively. The aggregate 
contribution to the Famine In.surance Fund was Rs. 175-27 lakhs 
annually. 

The constitution of the Famine Insurance Fund has undergone 
a radical change with effect from the financial year 1928-9. Under 
the new regulations, the Fund has ceased to be an Insurance Fund. 
It is now called the Famine Relief Fund and it provides as its 
main object for expenditure on famine relief proper; the word 
famine being held to cover famine due to drought or other natural 
ctilamities. Accordingly, the anmuil assignment from the revenue, 
as well as the balances till they exceed a certain amount, are not 
expended save upon the relief of famine. Loans to cultivators are 
not granted from the new Famine Relief Fund direct, though the 
Fund may advance money for financing the Provincial Loan Account 
if and when its balance exceeds the pre.scribcd minimum. The 
balances at the credit of the old Famine Insurance Fund on 31 
March 1928 were transferred to the new Fund on i April 1928. 
In Burma and Assam, where no Famine Relief Fund has been 
created, the balances at the credit of the old Famine Insurance 
Fund were transferred to the general balances of the Provinces. 
The total balance in the Famine Relief Fund on t April 1934 was 
Rs, 2,97,22,514; the additions during the year 1934-S (inclusive of 
interest on the balances) Rs. 28,91,168; the total withdrawals, 
Rs. 40,42,215 (of which Bihar and Orissa alone accounted for 
Rs. 21,94,855 owing to the expenditure caused by the earthquake); 
and the closing balance for the year, Rs. 2,85,71,467.^ 

Funds from the Indian Famine Trust are u.sed to help the poor 
from the superior classes who cannot accept Government relief in 
the ’ordinary way. For meeting famines when they actually occur, 
however, the Government mainly rely on the relief organization 
which was evolved in the latter half of the, nineteenth century. 

* .Seo Finance: and Revenue Accounts of the Government of India for 
the yBor , jp54-5, , pp. 370 , and , 503. . 
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The increasing' efficacy of this organization is att:c.st:ecl by the 
comparative ease with which the people stood the strain of tlie 
severe famine conditions of 1918. 

§9. Description of relief measures. — A brief description of this 
organization will give the reader an idea of the elaborateness of 
the machinery and of the minute care Avith which it has been 
perfected^ (i) Standing preparations are made on a large scale. 
Valuable information is gathered about climatic conditions, crops 
and pricc.s, births and deaths; programmes of suitable relief works 
are kept ready and brought up to date; the country is mapped out 
into relief circles ; and reserves of tools and plant are stocked, 
(ii) When rains fail, a careful look-out is kept for danger signals 
such a,s rise in prices, restlessness of the people, their aimless 
wandering, contraction of private charity, and increase in crime, 
especially petty thefts, (iii) The Government then take preliminary 
action and declare their general policy as ba.sed on moral strategy. 
Meetings are called at which Government policy is explained to the 
people, non-official help is enlisted,, suspension of revenue is 
declared, and loans for agricultural improvements are made. Village 
inspection begins and preliminary lists of helpless persons are 
prepared, (iv) Then follows the first stage Of actual relief. Test 
works are opened and, if considerable labour is attracted to them, 
they arc converted into relief works on the principles laid down in 
the famine codes, (v) The next stage commences from December. 
Central relief camps are organized and gratuitous relief is given to 
the infirm in the villages. Poor-houses are opened in town.s, and 
village kitchens are run for the benefit of children. The di.stress 
reaches its climax in May when there is fear of an outbreak of 
cholera, (vi) The last stage begins Avith the advent of the rains. 
The large relief works are closed down and people are moved in 
batches to smaller relief works near their villages so as to prevent 
the spread of epidemics and to facilitate the restoration of normal 
agricultural conditions without needless delay. Local gratuitous 
relief is extended , and liberal advances arc made to cultivators for 
the purchase of cattle, ploughs and seed. When the principal 
autumn crop is ripe, the few remaining works are gradually closed 
down and gratuitous relief ceases. The famine is ordinarily at an 
end by the middle of October. All this time the medical staff is 
kept ready to deal with cholera and malaria, diseases which gene- 
rally appear when the rains break out; ■ 

gio. Ultimate causes and remedies. — ^Tbo great poverty of the 
people is the ultimate ;Cause ; of famines,, and throughout the book 
we have been considering one or other of the numerous features 

' Sec hnpcfial Gasetteer of /ndio, , vol'. Ill, pp. .p7-,Si. 
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ol' Indian pov'crty, such as the excessive reliance of the population 
on afjfricLilturc — an industry dependent on an uncertain rainfall— 
the decay of old industries and the absence of new ones, and a 
peasantry sl.eepcd in indebtedness, living from hand to nijouth, 
without any reserve to fall back upon in times of scarcity. The 
rt;medie.s tor increasing the economic strength and staying penver 
of the niiusses include a. great variety of measures more easily 
suggested than carried out, such as raising the credit of the 
cultivator and his standard of living; construction of direct and 
indirect protective works like irrigation canals, roads, and repairing 
wells ; improvement in general administration — more especially land 
revenue administration with a reasonably light assessment and a 
sympathetically administered system of suspensions and remissions; 
a well thought out and liberal forest policy; improvement of 
agriculture through the agency of the agricultural department, 
agricultural colleges, research institutes, etc. ; the fullest utilization 
of the co-operative movement ; development of large-scale industries 
and encouragement to cottage industries, etc. 

Middle Clas.s Unemployment 

§11. The scope of the problem. — The terms ‘educated’ and 
‘middle class’ are in common use, but It is not easy to draw precise 
dividing line.s between the educated and the uneducated, or between 
the middle class and the higher and lower classes. It is usual to 
include in the term ‘educated middle class’ such persons as are 
not well-to-do enough to dispense with earning their own living, 
who follow non-manual occupations and have received some form 
of secondary or higher education. Sometimes, however, those who 
have at least completed the full vernacular or anglo-vernacular 
course are also regarded as coming within the definition of the 
‘educated class’, 

§12. The seriousness and extent of middle class nnemploy- 
ment. — Middle class unemployment has in recent years assumed 
alarming dimensions and attracted widespread public attention, and 
Central and Provincial Legislatures, as well as semi-official bodies 
like the Universities have of late interested themselves in this 
problem.'' Between 1924 and 1928 a series of investigations through 
specially appointed committees were carried out in some of the 
British Indian Provinces (Beng-al, Madras, Bombay and the Punjab) 
and’ also in some of the Indian States like Travancore. The most 
recent committee was that appointed by the United Provinces 

* The Conference of Indian Universities held in 1930 considered the question, 
hut had nothing more tO: suggest than that Universities should collect statistic.s 
regarding ' unemployment among their, products. :, . . : 
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(government in October 1935 under the chairmanship of Sir Tej 
Bahadur Sapru. The Sapru Committee signed its unanimous report 
on 13 December 193.V (See Appendix to this chaputr.) 

Tlie Reports of all these committees leave no doubt regarding 
the all-India character of the problem of unemployment among (he 
middle classes.’ The Madras Committee point out that the proportion 
of educated men seeking employment to the demand for them is 
roughly two to one, and as the result of certain c.'ilculations about 
the annual output of schools and colleges and the proportion of 
vacancies occurring in the natural course of things, they conclude 
that the amount of unemployment is very distressing. The Punjab 
Committee (1927) after similar calculations found that, whereas the 
output of anglo-vernacular schools and colleges had more than 
doubled during the five years 1922-7, there had been nothing like 
a corresponding increase in the number of posts available in the 
Government Departnient.s or in commercial and business lirm.s. 
While the total number of applications received for a post which 
is advertised is by no means an accurate index of the extent of 
unemployment, for some of the applicants may be in possession of 
jobs and may. yet desire to improve their prospects, it is neverthe- 
less significant that two test advertisements in the Madras Presi- 
dency given at the instance of the Madras Committee called forth 
666 and 787 applications respectively. The first was a clerk’s post 
in the P. W. D. carrying a salary of Rs. 35 per mensem, and the 
second was a clerk’s post in a commercial firm on the same pay. 

Unemployment on tills scale is a more serious evil than is 
commonly recogni2ed. Besides the individual sulfering it cau.s(;s 
to the unemployed, their disappointment and sense of injury pro- 
duce a general demoralization which is cumulative in it.s elfect 
from generation to generation. The existence of a large number 
of disgruntled young men is also dangerous to the political stability 
of the State. The point has been well put by the Sadler Commis- 
sion: ‘The existence and the steady increase of a sort of intellec- 
tual proletariat, not without reasonable grievances, forms a menace 
to gfood government especially in a country where . . . the small 
educated class is alone vocal. It niu.st be an equal menace wdiat- 
ever form the government may assume. So, long as the great 
mass of the nation’s intelligent manhood is driven, in ever-increas- 
ing numbers, along the .same, often unfruitful course of study, 
which creates expectations that cannot be fulfilled, and acUtally 

’ An intei'e.sling review of the situation regarding middle class imemplnyinent 
in the different Provinces and Indian State's and of the measures of reliefi Pithor 
adopted or contemplated, will , be found in Proceedings of the Fifth Industries 
Conference (1933), Bulletins of Indian Industries and Labour, No. .so. 
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unlils those who pursue it from undertaking many useful occupa- 
tions necessary for the welfare of the country, any Government, 
however it may be constituted, whether it be bureaucratic or popu- 
lar, must lind its work hampered by an unceasing stream of criti- 
cism and a natural demand for relief which cannot possibly be 
met. Again, the gospel of revolutionary socialism or communism 
liiids willing devotees in 3'oung men who nurse a strong sense of 
personal Injury against a scheme of things in which apparently 
they have no place. 

§13. Classes particularly affected. — ^The Bombay Enquiry finds 
that numerically the most important section affected consists of young 
persons below 27 years of age, especially those whose training- has 
been purely literary and who have proceeded to higher education 
through the anglo-vernacular course. As might be expected, uii- 
employiTient is most acute among those who have not succeeded 
in passing the School Leaving or Matriculation examination which 
is considered to be the minimum qualification for Government 
service, less so among matriculates and intermediates, and 
(comparatively) least of all among graduates with professional 
qualifications. In the teaching profession there is more unemploy- 
ment among untrained than among trained teachers. As regards 
the legal profession, it is commonly agreed that it is much over- 
stocked, and many junior members of the bar find it difficult to 
make a living. Similarly, the medical profession is overcrowded 
in the larger towns, though there is a paucity of medical men in 
the villages and sriialler towns, where the amenities of life are poor 
and the people, not accustomed to pay regular cash fees for medical 
relief. The position of engineers is only slightly better. There 
are large numbers of persons who are fit and willing to be 
employed on the railways, but are not yet trained, and therefore 
fail to get employment. As regards banking and accountancy, 
while those who have received advanced special training or acquired 
experience do not remain without jobs, there are scores of others 
who have liad no special training and who fail to get employment. 

§14. Causes of unemploymenf.^ — (i) Post-War economic depres- 
sion and retrenchment. — India, like tlie rest of the world, has been 
affected by the post-War economic,, depression. Large numbers of 
persons employed in the clerical and the combatant branches of the 

' The Bengal Committee suggest a classification of unemployment based 
on a distinction between a man who is unemployed through no fault of his 
own rmcl another man who is unemployed because he is really unemployable 
in the type of available employment he seeks, frequently through causes over 
which he has no control. See Report of the Bengal Unemployment Committee, 
par. a. 
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army were discharg'ed on the cessation of the War and it has not 
I:)een possible to absorb them elsewhere, as even the normal volume 
of employment offered by Government and semi-public bodies and 
business firms has not been available. The axe of retrenchment 
has been applied in all directions and even the old cstablishm(',n1s 
have not been fully maintained. The economic depression has 
become particularly severe during the, last five or six years and 
tlie middle classes along with others are passing through a period 
of unexampled distress. 

(d) Defects of the educational system . — Another alleged cause 
of unemployment is the lack of adjustment between the system 
of education now in force in the country and the needs of 
industrial progress. The opinion is widely held that our present 
system of education is such as to produce perdons qualified almost 
exclusively for clerical occupations, and that it is regarded almost 
as an avenue to Government service.^ Sir George Anderson in his 
note prepared for the Punjab Committee admits, that ‘in its very 
inception, it (the present system of education) was moulded with 
the special object of preparing boys for external examinations, the 
passing of which is for many only a snare and a delusion, and with 
the object of training boys for clerical vocation, s which are now 
proclaimed to be overstocked and which offer insufficient avenues 
of employment to large throngs of applicants’, and he proceeds to 
describe the matriculate, whom he regards as the crux of the 
problem of unemployment, as ‘a derelict,, a wanderer on the face 
of the earth, unemployed because he is, unemployable’.® The average 
educated Indian looks first to Government service as a means of 
livelihood and, failing that, to clerical work under some semi- 
official body, such as railways, municipal and other local bodies, 
port trusts mnd the like. A further charge made against the 
educational system is . that it renders boys unfit for their ancestral 
occupation, as they cannot for a minute picture themselves stooping 
so low as to earn their living with their hands, and prefer being 

‘ -Our high schools and colleges suffer not for want of vocational training 
but for their concentration on training of a definitely vocational but very limited 
type. Essentially pr-actical and utilitarian, they have aimed at the production 
of Government officials, lawyers, doctors, and commercial clerks.’ — A. Mayhe.w, 
Die Education of India, p. 149. 

- As' the Bengal Committee observe, one great defect of the educational 
system is that it leads to one end only, namely, the M.A., M..Sc., or-'B.L. 
Bxaminatiou. lit is like a bamboo, each joint being an examination and the 
diameter remaining -practically the. same, size from ;.tlie root to- very near the top. 

It has no branches and the crowning top covers a very small area. What is 
required is a .spreading' tree with branches going off in as many directions as 
possible' at definite points along the trunk, not all at the top.’— See Report of 
the Bengal Unemployment Cr^mittee, par. 29. 
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rif(.h-ral.e olerkhi alter a smattering of- education- to earning a 
better income in the so-called manual occupations, including agri- 
culture. Ihe ranks pf those who have traditional aversion to 
manual labour are thus swelled by the present system pf education^ 
which is ‘sterilizing’ and tends to ‘diininish the intellectual energy 
of those who receive it and is in many cases a positive disadvantage 
to them’.® The agricultural, artisan and backward classes them- 
selves are trying more and more to send their children to scimols 
and colleges with a view to Government service and the learned 
professions and thus promote theimselves to the higher rungs of 
the social ladder. This fatal fascination exercised by literary and 
quasi-litcrary occupations, within whose range of Influence even 
the classes who have had no tradition of ‘letters’ are being 
increasingly drawn, further emphasizes the prevailing unemployment 
aniotig the educated classes. We must, however, add that while 
it is true enough that parents do not display the necessary vision 
and foresight in choosing occupations for their boys, this may to 
a certain extent be attributed to the absence of suitable and adequate 
facilities for practical education — agricultural, technical, industrial 
or commercial. 

(iii) Social causes. — I'here are also certain social causes such 
as the caste .system, early marriage, the joint family system and 
communal inequalities, all of which ‘operate powerfully though 
silently in determining as well as impeding the economic ambitions 
and fortunes of the educated men’.® For instance, caste fiat 
prevents educated men from teiking to useful occupations which are 
regarded as undignified in the particular communities to which they 
belong. Early marriage not only interferes with adequate training 
but also places too early in life the responsibility of maintaining’ a 
family on the shoulders of young men. The joint family system, 
while it jnakes the burden of this responsibility lighter and offers 
protection to the weak and the helpless,^ leads to economic para- 
sitism and cramps individual initiative and .ambition. Unwillingness 


* This is indicated by the large proportion of the educated unempioyed in 

Madras being sons of cultivators, as revealed by certain figures collected in 
connexion with the census of 1931. ' - ' ' 

’ Sir Philip Hartog’s evidence before the Bengal Committee. . ; 

* Madrax liejtort, p. 18 ; see also vol. . I,. , ch. ■ iv. - . , 

‘The Bombay lief on shows that 49-46 per cent ■ of the .total, or nearly, half 
the unemployed persons in the Presidency, were supported by tlteir relatives 
during the period of unemployment, S-ig per cent maintained themselves on 
pfiivioiis savings, 7'07 per cent by casual work, 4^91 per cent by income from 
re;\l properfy. Cases in which the unemployed had to depend upon vicarious 
charity; were comparatively few-. See op;,;cit.,..^r-.: 94 . 
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to move out of their abodes and seek their fortunes away from 
their homes, wliich is one of the results of the joint: family 
system, is another sugg;ested cause of unemployment among the 
educated classt;s. On the other hand, according to the Madi'as 
Committee on middle class unemployment, this immobility is on 
the decrease and has little bearing on the bulk of unemployment, 
which is mainly the result of the. supply of men being far in excess 
of the demand for them.* 

(iv) Economic huckwardness. — ^ 1 'hc most important cause o:C 
middle class unemployment is the very poor industrial development 
of the country and the paucity of openings available for educated 
young men. In England there are altogether about 16,000 occupa- 
tions excluding the army, navy and the civil services, In India there, 
are perhaps less than 40." The mere extension of the facilities for 
vocational and technical training’, it must be remembered, does not 
fully meet the situation. It will no doubt speed up the development 
of industries but it will not by itself call them into exi.stence unless 
special measures are adopted simultaneously for the promotion of 
industries to absorb the trained men. As the Bengal Committee 
{Report, par. 30) wisely remark, ‘In an ideally balanced develop- 
ment technical training and economic progress should proceed 
forward together, each being stimulated in turn by the other. When 
one lags it should receive a stimulus and vice versa’. In the 
usual discussions about the causes of unemployment, sometimes 
exaggerated emphasis is placed on the excessively literary character 
of the present system of education in this country and on the 
presence of caste prejudices, to the neglect of other factors such 
as the under-development of the economic resources of India. This, 
as has been repeatedly pointed out, is at the basis of the poverty 
of the masses and, in the last analysis, dominates all species of 
unemployment. . 

§15. l^emedics for unemployinent. — The causes of unemployment 
being many and various, there can be no one sovereign remedy for 
it. In the first place, certain palliatives which have been put for- 
ward may be noticed. Employment bureaux run by universities. 
Government departments or private agency, have been suggested. 
These would undoubtedly serve a useful purpose, if efficiently 
managed, so as to secure public confidence. We must, however, 
remember that they can at the most bring about a better adjust- 
ment between supply and demand, especially in the case, of private 
bu.siness firms where people employed are not usually of sufficient 
qualifications. They cannot provide any corrective to the growing 

‘ Madras Report, pp. 18 and 27. 

‘ St'e/i^rawncorc Report, par. 58. 
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excess of supply of men in. relation to the demand for 
them. 

Migration or emigration ha.s also been proposed as an antidote 
to imemi)loyment, but since middle class unemployment is an all- 
India [)rol;)le.m, migration within the country can hardly be regarded 
a.s a solution. It can only equalize the intensity of the problem in 
all parts of the country. As regards emigration, we have already 
argued elsewhere that, in the existing circumstances, not much 
relief can be expected from it.‘ 

As stated above, unemployment of all grades and shades is in 
the final analysis the reflex action of economic backwardness, and 
everything tliat leads to the economic betterment of the country 
will obviously be a remedy for unemployment.- Material advance 
will not only create fresh avenues of employment for the midtile 
class, but, by raising the general level of prosperity attained by 
the community, will lucrca.se the demand for the services of lawyers, 
doctors, leaclicrs, etc. Further, with the increase in general 
prosperity coupled with the progressive Indianization of tlie superior 
eivil ami military services, the scope for employment in the 
administrative services will expand; and, lastly, we may aiUl that 
any (lompreliensive. programme launched by the (.lovernnuint for 
bringing about the regeneration of the country will itself absorb 
irnme.diately a certain number of the educated unemployed. 

The Madras Commitlee declare that ‘the principal remetly (;it 
any rate, so far as Madras is eonce.rned) for the pre.seiil unemploy- 
ment should be the diver.siou of the educated middle, class, especial- 
ly those who own or occupy land, to agriculture’, and to facilitate 
this diversion, the Committee desire that ‘somehow or otlier the 
idea that the agriculturist is socially inferior to the clerk or lawyer, 
or tlie teacher, must be. uprooted’.'' We have already bad occa- 
sion to comment on the leiuleney towards absentee landlordism and 
the drift of the educated classes from the villages to the towns. 
These evils must be (diecked and the middle cla.sses induced to 
appl}' their lirains to agriculture and help themselves and the country. 
'I'here arc already signs that the prejudice .against agriculture and 
other manual occupations is disappearing under the sheer weight 
of economic necessity- ’ 

' Sva Viil. I, ch. Hi, ami ;vS. . . 

’ (tf. ''ftK; tnii! I'cim.'.iiy fur uncmployinmit .amongst tho mkliUti clns-si’s, .as indraal 
.among culier cli,i.ss«s, i,s (Ik; rapid ■ (Involopmcfiit of tin; rcsotirci.-s of the country.’ 
—i'rficiaa/iii.g.v 0/ tin: I'ljth Imhistrics Conference (11133), p. la.}. 

“ Madrus Itcport, p. ag. The Bengal Committee also make .a similar sug- 
ge.stion and rec.mnmrnd the .amendment of tlie: Agricultur.ai I.o.ans and I.nnd 
Improvement: Act bo as to n.ssi.st tlia hhachalok class in Bengal. See Report of 
the Bengal Unemployment’ Committee, par.: 47; ' 

■ „II— 41 
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The proposal of the Madras Committee to establish ‘farm 
colonics’ is of considerable interest, but has its practical limitations. 
In the first place, barring' provirtocs like . the Punjab, Assam and 
Burma, there is not much good cultivable land available to 
grant to tiie educated unemployed, even if the superior claims of 
the village, community and the depressed classes were to be ignored. 
Secondly, as the Madras Committee themselves admit, the tempta- 
tion for middle class parents to send their children to schools and 
colleges with a view to Government semce would increa.se if it 
became generally known that the Government woukl I'uui land for 
the unemployed educated young men. 

The ma'jority of the Punjab Unemployment Conimittoe suggest 
that one way of relieving- unemployment is to provide facilities 
for higlier education only for the markedly able, who, if poor, 
should be subsidized by the State, or for those who can pay its 
full co.st (par. 19). Wc do not think that anything should be 
done deliberately to increase the co.st of education or to limit 
the scope for hig-her education in the country, though wc admit 
the necessity of somehow making parents realize that tlic present 
supply of men far excecils the demand in Government service and the 
legal profession, and that it is necessary for them to think of other 
careers for their children. The Sapru Committee are also again.st 
artificially restricting admission of students to the universities, 
There is more point in the suggestion of the Travancore Committee 
that the question of recruitment to all grades of Governmtint service 
by means of competitive examinations should be seriously consider- 
ed. Definite competitive tests and a alitfening of .standards will 
weed out a large number of candidates and prevent the useless 
‘dissipation of energy involved in running about to secure recom- 
mendations or to cultivate patronage’. 'I'liose who fail in the 
competition will know that Government .service is out of the 
question for them and this will impel them to do something else 
instead of hanging about indefinitely on the more oll'-chance of 
obtaining an appointment some time. 'Phis will also raise educa- 
tional standards and enable the services to get better recruits. We 
have already .suggested that even if wc admit the principle of 
communal representation in the services, it should be tempered by 
competitive recruitment.'- The subject of the reform of the educa- 
tional system itself has already been discussed.^ 

Lastly, it must be noted that side by side with the improvdnent 


‘ .See .'itso Travancore Report, ptirs. 88-go, awl Re port of the Auxiliary 
CommiUea on Education, sol up by the Simon Commission, ch, vi, sod ion viii. 
‘ See vol. I, ch. viii, §§? and 4,; also vol. II, cii. i, §13. 
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of t;l)c (;ducation:il sy-stcm’ there must also bo. a radical change in 
llie soi.aal systian and in the general outl(.)ok of the people. All 
obsolete ideas and jjraetices which hamper economic (and i>oli(i(ad) 
progress must be fairJe.ssly denounced, and sustained tind strenuous 
eflorts must l)e made to destroy them. For, as the Smller Cloni- 
mission remark, ‘'I'lni edticalion of a peoiile is not given by school.s 
and college.s alone. Other inlluences blend willi tlieirs, the spirit 
and temper f)f tlie community which they scirve;, the power (‘Ncrted 
over its thoughts and character by prevalent aspirations and beliefs, 
the tone of its family life, the rules and restraints imposed by its 
social org-anization, the conditions under which its daily' work for 
livelihood is done. 

* The GoveniiiieiU of Beiigfil h.^ve recently .s.inctioneci a scln'ine wliich is 
ciiU-tilalcil In pi-nviile vocationnl Ir.-iining in a iniml)i'r of sunill imkistries (sudi 
as niaaufacfaro of iinibrollas, br.'i.ss ami bell-metal arlicle.s, taidery good.s, 
g'lazfxl potlery, wnshiiig soap, jute ami woollen articles of common use) to 
the youlh-s belonging to the hhmhulok (middle) c.l;iss. I'niccidiiins oj tfif 
bljlh hnlu.itrii's Cmifen'iia! (ifM.di I'P- i-d"-b 

“'['he .several remedies jiro))oscil i)y the .S;ij)ru (aiinmillee on I hieinploymeiit 
in llie tinlled i'rovimes .are reviewed in the .tppcimlis lo ibis eli:ipli-r in view 
of Ihf.'ir olivioiis bearing t.n Ibe uiiemployinent siluation bl olbi'f I'rovinces'. 


APPENDIX TO CHAPTER XII 

Sm>uu Committee's Report on Unemployment 
IN the United Provinces 

The Sapni Committee’s Report, alLhoufih primmily concerneil 
with the problem of middle^class unemployment, interprets tliis 
problem in a wide sense as being- bound up with an all-embracing 
plan of national reconstruction. It attempts a rapid but compre- 
hensive survey of the principal economic and educational questions 
before the country with the clear implication that middle-class 
unemployment cannot well be separated from these Jundamental 
questions, The following is a brief summary of the Coinmiltce’s 
report. 

A. ENGINEERS 

(1) It is recommended that stringent rules and regulations 
should be laid down to make it compulsory for Municijialities and 
District Hoards to have qualified engineers and overseers lo maintain 
in efficient condition the roads and buildings umler their conlrol. It 
should also be ruled that contractors undertaking public work should 
have qualified engineers and overseers as employees or ]iartiu:rs. 

(ii) Some arrangements should he made to affortl opporiunilies 
to mechanical and electrical engineering students fur receiving 
practical training. F.or instance, while placing Government orders 
with firms, it may he stipulated that subject to oilier terms and 
prices being the same, preference will be given to firms that will 
afford facilities for practical training of Indian engineers recom- 
mended by the Government. 

B. BACHELORS OK COMMERCE 

The utility of the men with the B. Com. degree is considerably 
cliscounled partly because of prejudice among Indian business men 
anti partly because their education is almost completely theoretical 
and does not fit in with what is required by eommcrcial hoii.ses or 
business offices. 

Universities should therefore make arrangement.s, in consultation 
with employers, for practical training- to be g-iven to B. 'Com. 
Students. 

G, MEDICINE 

(i) There i.s a considerable amount of unemployment prevailing 
in the medical profession in these Provinces due to tlu; tendency 
of the medical practitioners to congregate in big towns and cities. 
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(ii) It is necp.ssiiry that medical men should be persuaded to 
settle down in ninil areas in lai's^er numbers, and for this purpose 
it is necressary to subsidize them on a more generous scale than has 
hitherto becai done. 

(iii) 'Ilu: system of medical relief iti hospitals, maintained by 
the (iovermnent or District Hoards or Municipal Boards, requires 
reorganization and tin; strengtluaiiny of the stall's (anployed. 

(iv) Investigations should l,)c made into the cllie.'iey of the 
indigenous drugs, tind afttn- the rc;cognition of such medicines by 
the medical profession and their standardization, industritts for the 
manufacture of such tind other drugs should Ire started, and, if 
necessary, subsidized at the initial stages. If this is done, it 
should provide employment for a large number of ciualificd medical 

(v) TIutc is rornn for the coin|)lainl that the system under 
tvliicli a single man is ap|)ointed to treat patients with all sorts of 
disi'ases cannot lu; treated as a very modern or an u[)-lo-ilule 
system. 'Du' attachment of jn-ivate pra<'lilinncrs to hospitals, 
mainlainefl by tin* Dovennnent or l.oc'al iJoai-ds, shoidd he en- 
couraged. 

1). puiu.ic nuAi.'nr 

(i) Posts of assistant sujrerintendents of vaccination, M’hlch 
have, hitherto, been given to men who are not even matrlcnlati's, 
•should in future Ire. givmi to men who possess sotiK! mediotil or 
.seientifjc knowledg'e- 

(ii) Till' nimiber of medical ollicers employed in inunieipalilies 
admits of an incroa.se, and such munieipjililies .as have not gut 
medical ollicers of liealth of tbeii' own, sbotihl bo asked to employ 
qualitied men. 

(iii) New si’.liemes of sanittiry improvement, botii in the towns 
and tlie villages, should Ire t.akeu in hand, anti (iimlifuMl medical 
men, possessing strme diploma or degree in I’ublie Health, siiould 
be employetl by District Boards. 

(iv) More adec|u;:ite provision should bts mtitle for medical 
inspection and treatment of school-going cliildren in the Ih'ovince, 
and for tliat; purpose the strength of the medical staff should Ire 
increased. 

(v) If fhe District Boards have not got sufficient funtls to 
employ qu.alilied medical officers, they should he he,lpe<l, as far as 
possible, by financial assistance, from the Government, unless, by a 
r earrmigement of their budget, or by fre.sli taxation specially for tlii.s 
purpo.se, it i.s possible for the District Boards to find the nccefi.s.nry 
iunds. 
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Sai’RU Committee's Report on Unemployment 
IN the United Provinces 

The Sapru Committee’s Report, although primarily concerneil 
with the problem of middle-class unemployment, interprets this 
problem in a wide sense as being bound up with an all-embracing 
plan of national reconstruction. It attempts a rapid but compre- 
hensive survey of the principal economic and educational questions 
before the, country with the clear implication that middle-class 
luieniploymeut cannot well be separated from these fundamental 
questions. The following is a brief summary of the Committee’s 
report. 

A. engineers 

(i) It is recommended that stringent rules and regulations 
should be laid down to make it compulsory for Municipalities and 
District Boards to have qualified engineers and overseers to maintain 
in efficient condition the roads and buildings under their control. It 
should also be ruled that contractors undertaking public work should 
have qualified engineers and overseers as employees or partners. 

(ii) Some arrangements should be made to afford opportunities 
to mechanical and electrical engineering students for receiving 
practical training. Eor instance, while placing Government orders 
with firms, it may be stipulated that subject to other terms and 
prices being the same, preference will be given to firms that will 
afford facilities for practical training of Indian engineers recom- 
mended by the Government. 

B. bachelors of commerce 

'I'he utility of the men with the B. Com. degree is considerabl}' 
discounted partly because of prejudice among Indian business men 
and partly because their education is almost completely theoretical 
and does not fit in with what is required by commercial houses or 
business offices. 

Universities should therefore make arrangements, in consultation 
with employers, for practical training to be given to B. 'Com. 
students. ' 

C. medicine 

(i) There is a considerable amount of unemployment prevailing 
in the medical profession in these Provinces due to the tendency 
of the medical practitioners to congregate in big towns and cities. 
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(ii) Tl: is necessary that medical men should be persuaded to 
settle down in rural areas in larger numbers, and for this purpose 
it is necessary to subsidize them on a more generous scale than has 
hitherto been done. 

(iii) The system of medical relief in hospitals, maintained by 
the (jovernment or District Boards or Municipal Boards, requires 
reorganization and the strengthening of the staffs employed. 

(tv) litvestigations should be made into the efficacy of the 
indigenous drugs, and after the recognition of such medicines by 
the medical profession and their standardization, industries for the 
manufacture of .such and other drugs should be started, and, if 
necessary, subsidized at the initial stages. If this is done, it 
should provide employment for a large number of qualified medical 
men. 

(v) There is room for the complaint that the system under 
which a single man is appointed to treat patients with all sorts of 
diseases cannot be treated as a very modern or an up-to-date 
system. The attachment of private practitioners to hospitals, 
maintained by the Government or Local Boards, should be en- 
couraged. 

D. PUBI.IC HEAI-TH 

(i) Posts of assistant .superintendents of vaccination, which 
have, hitherto, been given to men wlio are not even matriculates, 
should in future be given to men wlio posse.ss some inedical or 
scientific knowledge. 

(ii) The number of medical officers employed in municipalities 
admits of an increase, and such municipalities as have not got 
medical officers of health of their own, should be asked to employ 
qualified men. 

(iii) New schemes of sanitary improvement, both in the towns 
and the villages, should be taken in hand, and qualified medical 
men, possessing some diploma or degree in Public Health, should 
be employed by District Boards. ■ 

(iv) More adequate provision should be made for medical 
inspection and treatment of .school-going children in the Province, 
and for that purpose the strength of the medical staff should be 
increased. 

(v) If the District Boards have not got sufficient funds to 
employ qualified medical officers, they should be helped, as far as 
possible, by financial assistance from the Government, unless, by a 
rearrangement of tlmir budget, or by fre..sh taxation specially for this 
purpose, it is possible for the Di.strict Boards to find the necessary 
funds. 
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E. LAW 

Practising- lawyers should be divltled Into t-vvo classes, viz. : 

(i) Those who will restrict themselves, exclusively, to the 
proper functions of a counsel, that is to say, who will appear in 
courts of law' to examine w'itnesses, to argue case.s, and to do all 
other work which properly falls within the province of a counsel. 

(ii) Those who will apply themselves exclusively to the drafl- 
ing of legal documents, and doing all such other acta as may 
be necessary for the completion of a legal transaction, or the 
progress of a law' suit or a legal proceeding in a court of lawo In 
their case partnerships should not only be allow'ed but encouraged. 

A member of one class should not be allowed to encroach 
upon the province of the other. 

F. other professions 

(i) There is great need for creating and developing some new 
professions, so as to provide new careers for our young men. 

(ii) Apart from such professions as pharmacy and dentistry, 
professions such as accountancy, architecture, librarianship, insur- 
ance work, secretarial work, and journalism can be, and should 
be, created in these Provinces. Instruction in accountancy and 
insurance work, and secretarial W'ork, should be provided for by 
the universities, along with, or in addition to, the course prescribed 
■for the B. Com. examination. The universities should institute 
separate diplomas in all these subjects. 

(iii) The universities should arrange for courses of instruction 
in journali.sm and librarianship and should institute diplomas in 
these subjects. 

(Iv) The very meagre instruction in architecture now given at 
Roorkee should be expanded into a separate diploma class in 
architecture, branching off from the main civil engineering class 
after the first year. The subject of architecture has considerable 
kinship w-'ith the subject of civil engineering for which the Roorkee 
College is the best institution in this country. 

G. government service 

(i) It is impossible to make any definite recommendations as 
to the restoration of posts in certain departments, or the number 
of new posts to be added, as this is a matter for separate depart- ; 
mental Inquiries ; but . . 

(ii) The Government should take in hand, either directly or 
through smalt departmental committees, the question of restoration 
of posts w’hich have been retrenched, or the addition of such posts 
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as inav be, necessary having regard to the nature of work in each 
rieparlmont and the arrears that there may be in it. Probably such 
restoration could not take place all at once, but there must be a 
graduated scheme of restoration, and plans for such development 
should be prepared by the departments concerned. 

(iiij Except in regard to those appointments, for which university 
education is necessary or useful, the Government must prescribe 
tlieir own standards for .subordinate services, and recruit new men, 
either tiirough competitive examination or by selection according to 
the needs of each department. . . 

(iv) 111 regard to the subordinate services, which attract by far 
the largest number of our young men, the age-limit for entrance 
should be reduced. This will prevent a great deal of wastage at 
the universities by enabling young men, after the completion of 
their secondary school education, to enter life without the necessity 
of possessing university degrees. (See M (i) below.) 

(v) The Provincial Public Service Commission recommended 
under the new constitution should be created at any early date, 
and in future the conduct of competitive examinations and, generally, 
the recruitment of candidates for such appointments should be placed 
in the hands of the Public Service Commission. 

(vi) The rules regarding the age of retirement should be rigor- 
ously enforced, and, with a view to give a fair chance to young 
men, no extension should be granted to any public servant after 
he has completed the 55th year of his age. 

Men who have retired from Government service should not be 
employed by local bodies, if and when young men possessing the 
necessary qualifications are available for such appointments. 

H. AGRICULTURE 

(i) It is desirable that graduates and the diploma holders of 
the Government colleges and schools should be eucouraged to follow 
scientific farming within the provinces as a means of earning their 
living, and recruitment for Government service in the department 
should be made from among those graduates and diploma holders 
who have done practical farming for a certain number of years. In 
the case of such men the rules relating to age for recriiitment should 
be amended accordingly. Further it is necessary to strengthen the 
Government Agricultural Department by the addition to its staff of 
scieiJtifically trained farmers with practical experience. 

(ii) It is extremely doubtful whether the schemes of colonization 
which have been taken in hand will make any appeal to that 
section of the educated classes which has no connexion with land, 
though it is likely that such schemes may be helpful in removing 
unemployment in the case of those among the educated classes 


who belong to the agricultural community, or who have connexions 
witli village life, or who have imbibed, in their early life, some 
agricultural tradition. 

(lit) It is very doubtful wdiether subsidiary industries, such as 
fruit-growing, dairy-farming, market gardening, floriculture, seri- 
culture, poultry-farming, canning, pisciculture, spinning and weav- 
ing, carpet-making, clay-modelling, rope-making, pottery, and cattle- 
breeding, will attract a large number of our educated men, unless 
they are adequately trained and financed, or subsidized for such 
industries, tliougli several of these industries can be developed, with 
advantage to the country. 

(iv) The development of dairy-farming is a possible avenue of 
progress, provided the law relating to the adulteration of food- 
supplies is stiffened, and an adequate knowledge of the subject 
and funds are available, and the public are prepared to pay for 
unadulterated milk and milk products. 

(v) There is scope for the employment of educated men as 
farm managers and as estate managers, provided proper training 
is given to young men, and arrangements are made for giving them 
opportunities to acquire practical knowledge of these subjects. In 
this matter, it is necessary that the point of view of the big zamin- 
dars should also undergo a change. 

I. INDUSTRIES 

(i) A detailed industrial and economic survey of the Provinces 
should be made, with a view to find out what industries, big or 
small, can be developed. 

(ii) Industrial research workshops should be established, and, 
if possible, they should be located at different university centres 
where there arc good science laboratories, or at important industrial 
centres. 

(iii) The grid system under the control of Sir William Stampe, 
which has already found employment for a number of educated men, 
should be further developed, and cheap electricity should be supplied 
for the development of such big industries as can be run more 
effectively and cheaply by the use of power. 

(iv) A scheme for helping educated young men in starting 
small industries .should be prepared, and a beginning . should be 
made in this respect in certain centres in the Provinces. Not , only 
.should the young men adopting such careers be subsidized under 
rules framed by the Local Government, but they should also be 
helped by expert advice. 

(v) For the proper .organization and development of small 
industries, the Government should take steps to collect authoritative 
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Information in regard to the running of small industries in Japan 
and in European countries. 

(vi) Steps should be taken to bring qualified educated men into 
touch with commercial houses for employment : and 

(vii) to foster and encourage the organization of co-operative 
stores, wherever possible, employing educated men who liave receiv- 
ed proper training in salesmanship, etc. 

(viii) The Department of Industries should have a separate and 
well-organized intelligence and publicity branch, which should furnish 
necessary information to industrialists and persons interested in 
industrial careers, by publishing leaflets or pamphlets on various 
industries, and giving the necessai-y information in regard to each 
one of them. 

J. TECHNICAL, INDUSTRIAL AND VOCATION.AL EDUCATION 

(i) Arrangements should be made for giving an industrial bias 
to die training imparled at general educational schools. 

(ii) Arrangements should be made with firms, factories and 
master-craftsmen for taking students as apprentices, suitable fees 
being paid to them for the purpose. 

(iii) Elementary industrial schools for boys, with tuitional classes 
for artisans, should be maintained. 

(iv) Regional vocational guidance authorities, consisting of 
teachers and representatives of other interests, such as commerce 
and industry, should be created by the Ministry of Industrie.s, in 
these Provinces. The vocational guidance authorities should not only 
take an interest in vocational education, but should also be under an 
obligation to establish contacts with educational institutions and 
actual industries of the locality or the neighbourhood and to help the 
products of such schools in securing employment in such industries. 

(v) Where there, exists a large and well-defined industrial or 
commercial area within the territory of a district or a group of 
districts, regional committees, to look after the educational interests 
of that area and to help qualified young men, should be created. 

(vi) The. Government should undertake, through the Industries 
Department, or any other department, the publication of pamphlets 
regarding careers, more or less on the model of the pamphlets 
issued by the Board of Education or the Ministry of Labour in 
Eng-lpnd, 

K. .ADVICE TO PARENTS AND BOYS AS TO CAREERS 

Some steps should be taken to afford advice to parents in 
regard to the intellectual capacity of their boys, and their suitability 
for certain careers. ^ - 
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Hcaclmnsters assisted by Other teachers should be asked to 
watch carefully the intellectual capacity of their boys, from the 
%-ery start of their school education. 

If there are no psycho-technical experts among' the headmasters 
or school masters, who have made a study of modern psychological 
methods in the field of educational and vocational guidance, then 
one or two experts should be engaged, for a temporary period, 
from England, who would give the necessary training to our school 
masters; or, in the alternative, two or three school masters from 
India should be deputed to England, or other foreign countries, 
for the study of these methods, so that on their return they may 
help in the development of those methods. 

L. PRIMARY EDUCATION 

(i) While it should be the aim of primary education to remove, 
illiteracy, it should also be its principal aim to qualify boys to 
become better agriculturists, and more useful members of village 
communities. Primary education, as it is given at present, is in- 
effective, partly because it does not lay sufficient emphasis upon 
rural and agricultural needs, and partly because the age-limit is 
too low. 

(il) Primary education should be brought more into line with 
rural needs and agricultural conditions, and should enable boys 
at primary schools to become more efficient members of the agri- 
cultural community. 

(iii) The age-limit, for the purpose of primary education, should 
be raised to 12-13, every child should remain at school for 
at least six years. If this is done, primary education will not only 
become more efficient, but will also give employment to a number 
of teachers. 

(iv) Compulsory primary education should be introduced ; with- 
out it economic prosperity cannot be built up. In this connexion 
it is worth while considering how far the agency of broadcasting 
can be utilized. 

M. .SECONDARV' EDUCATION 

(i) The High School Examination should have two kinds of 
certificates— one certifying completion of the course of secondary 
education and qualifying for admission to industrial, commercial 
and agricultural schools, and the other qualifying for admission to 
Arts and Science colleges. (See G (iv) above.) 

(ii) Secondary schools should provide much more diversified 
courses of study, care being taken to give more practical than 
■theoretical education. 
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(iii) The industrial courses dn secondary schools sliould aim at 
giving technical training of a general character, designed to develop 
skill of hand and eye and cultivate practical aptitudes, so as to 
predispose pupils towards an industrial life. 

(iv) Proper agencies should be created for advising boys as 
to their careers. 

N. UNIVERSITY EDUCATION 

(i) While no arbitrary limit to the admission of students should 
be prescribed, greater strictness should be exercised in the matter 
of admission. 

(ii) While education in what are called humanities should not 
be discouraged, greater stress should be laid on scientific and 
vocational education. 

(iii) So far as research work conducted at the universities is 
concerned, universities should study the need of industries, and 
encourage such research in particular as may be of practical use 
to industries. 

(iv) There should be some system of co-ordination between 
different universities so as to secure uniformity of standards and 
prevent unhealthy competition. 

O,. CONT.4CT WITH INDUSTRY 

(i) Steps shotikl be taken ito establish contacts between the 
science departments of the various viniversities and industrialists 
and business men, and such departments of the universities should 
devote themselves not solely, or exclusively, to higher academic 
..research in abstract branches of scientific knowledge, but should 
.also undertake research which may prove to be helpful to industry, 
or to the economic development of the country. If for this purpose 
it Is necessary to give more funds to the science departments of the 
universities, such funds should be given to them. 

(ii) An advisory committee should be constituted to advise the 
Ministry of Education in regard to the grants that are to be made 
to the universities for research work, and on this advisory com- 
mittee, not only the universities, but also business, trade, industry 
and agriculture should be represented. This may, ultimately, lead 
to the establishment of a Council of Research. 

(iii) The problem of Indian students in England requires careful 
consideration, and both the Government and parents should exercise 
greater discrimination in sending young men to foreign countries 
for merely academic education. But those who are likely to benefit 
by education at Oxford or, Cambridge, or other British or foreign 
Universities, or who go there with the object of carrying on post- 
graduate reseai'ch work, should receive every encouragement. . 
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P. EMPLOYMENT BUREAU 

(i) An Appointments Board should be established in each 
Province, more or less modeilcd on the Appointments Board at 
Cambridge. 

fii} The Appointments Board .should consist of the A"icc- 
Chancellors ot the universities, certain heads of departments 
(e.g. Education, Industries and Agriculture), and some public 
men, and a certain number of business men, European and 
Indian. 

(iii) Similarly, a Board should be created to deal with the pro- 
ducts of the secondary schools, medical and tigricultural schooLs, 
and Industrial schools. This Board should consist of the Director 
of Public Instruction, Directors of Indiustries and Agriculture, 
Headmasters, In.spectors of Schools, and a certain number of non- 
oflicials, zamindars and business men. This Board should be 
financed by the Government. 

(iv) These Boards should be required to collect statistics of 
employment among the graduates of the univer.sities, and the 
products of the secondary schools and intermediate colleges. 

The recommendations of the Sapru Committee may be classified 
according to the objects aimed at into (I) those that .seek to increase 
the demand for educated young men e.g. A (i), C (i) (iv) (v), D 
(i) to (iv), E, G (ii), I (iii), O (proposals under this are intended to 
help the expansion of industry and thus increase employment by 
placing research at the service of industry); (II) those intended to 
avoid excess of supply e.g. G (iii) (v), M (i) ; and (III) those aim- 
ing at a proper adjustment of supply to demand (actual or potential) 
by increasing efficiency, by diverting the supply from the more 
crowded to the less crowded fields, etc., e.g. A (ii), B (i), C (ii), F, 
G (iv) (this may also be jalacecl under (II)), H (i) (iv) (v), I (iv) 

(v) (vi), J, K, L (i) (ii) (iii), M (ii) (iii) (iv), N (ii), P. 

The Government of. the United Provinces have recently an- 
nounced measures to implement the Sapru Committee’s recom- 
mendations. These include (i) provision for practical training- in 
industry and agriculture under almost commercial conditions; (ii) 
state aid in the establishment and running of an industrial credit 
company and a company for marketing- and small-scale finance; 
(iii) subsidies to rural medical practitioners; (iv) establishmeiit of 
centres of agricultural improvement; and, (v) a Provincial Employ- 
ment Board composed of representatives of various interests. 
Additional taxation of Rs. 4 lakhs annually has been voted by the 
U.P. Legislative Council for expenditure on these measures of 
unemployment relief, ' 



CHAPTER XIII 

OTTAWA AND OTHER TRADE AGREEMENTS 

§1. Imperial preference , — -Before embarking- on a di.scussioo of 
the Ottawa and other IVade Agreements it is proposed to give liere 
a brief account of the genesis, nature, objects and limitations of 
imperial preference with special reference to conditions in India. 

There was a time when an influential section* of public opinion 
in England regarded the overseas possessions as an extravagance 
for the mother country and injurious to the colonies themselves. 
The day of the ‘Little Englanders’ is, however, long past, and 
England now desires to draw the bonds of imperial connexion 
closer together. The Colonies on their part have been showing 
in an increasing measure their appreciation of the material, moral 
and political benefits of inclusion within the Empire and may be 
said to have taken the initiative in granting certain concessions 
to British g-oods, placing them in a favourable position relatively 
to the goods of other countries. Advocates of imperial preference 
believe that it will not only lead to a larger intertwining of economic 
interests among the Empire countries, but also teach the Empire 
to take effective concerted action in dealing with the outside world. 

It is well to recognize clearly certain important provisos to 
which all proposals in favour of imperial preference are generally 
taken to be subject, (i) The adoption of imperial preference should 
not involve any relaxation or modification of the policy of protection 
Avhich any of the States may have introduced to foster its industries. 
India having now gained Ihe right of protecting herself even against 
the United Kingdom, imperial preference Would mean in practice 
higher duties on imports from foreign countries than on those from 
the Empire countries, (ii) The concessions granted to the Empire 
C(a.intries are to be purely voluntary on the part of the country 
granting them and not dictated either by the mother country or 
by binding' resolutions passed at periodical Imperial Conferences, 
(iii) Lastly, the view is strongly held, especially in India, that no 
scheme of imperial preference should be such as to provoke inter- 
national ill-w'iJl or to exclude the possibility of a closer economic 
unity and of friendly undenstandings with foreign countries. 

§3. History of the movement. — ^Thc movement towards Empire 
trade consolidation may be said to have made a start in 1897, when 
Canada lowered her duties by one-eighth in favour of British goods.; 
In 1898, the preference, fixed at oncTourth of the duty, .was given 
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to the United Kingdom unconditionally, but so far as the othcr 
Coloiiies were troncerned, it was made conditional on favourable 
treatment granted by them to Canada. The Colonial Confeience 
which rnt't in igo3 adumbrated the policy of imperial preference 
as one of general application to all parts of the Empire, which 
were invited to fall into line with Canada. Accordingly, preferential 
duties in favour of Great Britain were introduced by New Zealand 
and .South Africa (1903) and later by Australia (1907), and the 
United Kingdom was expected to reciprocate and grant preferences 
in return, England, however, wa.s not then prepared to depart 
from her free trade policy. She mostly imported raw materials 
and food-stuft's, and her attitude tvas that her interests as a great 
exporter of manufactured articles demanded that she should obtain 
the food-stuft's and raw'’ materials in the cheapest market. E.specially 
in the matter of food-stuft's she was not prepared ‘to put all her 
eggs into one Imperial basket’. In the circumstances, the 'United 
Kingdom tvas unable to take any part in the general movement 
for imperial preference. The self-governing Colonies, however, 
continued the policy they had begun, hoping that the mother country 
would find tvays of joining in at some future date. Since 1920 the 
Dominions and Colonies have given extensive preferences to the 
United Kingdom, and by 1922, preferential tariffs were in operation 
in twenty-six British Colonies. Their tariffs thus came to consi.st 
of (i) revenue duties, (ii) protective duties and (iii) certain remissions 
of duty in respect of (i) and (ii) in favour of the United Kingdom, 
and in some eases also in favour of India and other Empire countries. 
There was also a limited freelist of commodities taxed only when 
they came from outside the Empire. As a general rule preferences 
granted by the Dominions have primarily sought to benefit the 
United Kingdom, and they have been left to be extended to other 
parts of the Empire by special negotiations in each case. The 
approaches which England had made since 1915 towards protection 
enabled her to grant preferential reduction of dutie.s on a limited 
number of articles of Empire origin. Great Britain’s formal 
renunciation of a free trade in favour of a protectionist regime 
with the enactment of the Import Duties Act in March 1932 is an 
event of first-rate importance, from the point of view of. imperial 
■■ preferenee. ' / 

§3. Preference and protection compared. — In essence preference 
is a form of protection granted to the favoured country. The only 
important difference' is that, under protection, the consumer's 
interests are sacrificed for the direct benefit of some industry in 
his own country, whereas under preference the benefit of the sacri- 
fice goes to the producers in the country favoureil. 


Like protection, preference, besides imposing a burden on the 
consumer, may also involve a sacrifice of Government revenue even 
w'lien it takes the form of raising existing duties against foreign 
goods wlille continuing' to apply the old rate to the goods of the 
preferred country; for if prices arc regulated by the higher rate, 
the difference between the higher and lower rate goes into the 
pockets of the favoured producers. 'I'he whole amount of the duty 
paid by the consumer does not find its way into the Government 
treasury. 

Apart from its uses as an aid to the full development of Empire 
resources, imperial preference is also advocated as* tending to make 
the Empire self-sufficient, just as national self-sufficiency is put- 
forward as one of the aims of protection. As a closed economic 
system, however, the Empire would be a highly artificial organiza- 
tion and would impose unduly heavy sacrifices on some of its consti- 
tuent members like India. Considering her economic position, 
India stands to gain by the freest possible development of her 
economic relations with a number of countries which happen to 
be outside the Empire. Imperial self-sufficiency again will not be 
of any appreciable benefit from the point of view of military safety, 
nor would it reduce the cost of defence. England g'lories in her 
far-flung Empire, but its far-flung character makes the maintenance 
of one of the biggest navies in the world a matter of vital import- 
ance whether for warding off an attack on her possessions or 
transporting essential goods from one part of the Empire to another. 

§4. Indian attitude towards imperial preference. — ^As a member 
of the British Commonwealth, it might be urged, India ought to 
be interested in imperial preference in so far as its object Is to 
increase the strength and solidarity of the Empire. She Is, how- 
ever, less fortunately situated in this respect than the self-governing 
Dominions. The Dominions having received the gift of self-govern- 
ment from the mother country are bound to her by ties of gratitude. 
As between themselves also their relations are cordial and not 
marred by any sense of grievance or injustice between Dominion 
and Dominion. It must be frankly admitted that India’s position 
is different. She feels that in her attempt to realize her political 
and economic aspirations, she has often been thwarted and depressed 
by Eng'land, and the anti-Indian legislation enforced by the Colonies 
against her has naturally embittered her feelings against them. 
And human nature being, what it is, her will to promote the cause 
of imperial preference is bound to be largely paralyzed so long as 
she remains politically discontented; while to induce the Colonies 
to withdraw or substantially mitigate their anti-Asiatic legislation 
is patently a task of the greatest difficulty. 
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§5. Economics of imperial preference in relation to India. — 
Assuming, however, that India is anxious to do her best for imperial 
preference, the next question is how far it will be within her power 
to help England and the other members of the Empire by 
preferences and what direct economic benefits are likely to accrue 
to herself by preferences granted to her. In this connexion it will 
be necessary to examine briefly the position as regards India's 
export and import trade as summarized in the subjoined table, which 
shows the percentage share of the British Empire and the 
United Kingdom in the import and export trade in merchandise 
only.^ 
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The following main facts must be borne in mind as being 
relevant to the question at issue ; 

(i) India’s imports consist largely of manufactured articles and 
her exports of raw materials and food-stuffs. (ii) In the pre-War 
period about two-thirds of her total Imports came from the British 
Empire, the United Kingdom contributing by far the largest share 
to the imports from the British Empire, (iii) Before the AVar, 
Indian exports went preponderantly to foreign countries, only about 
forty per cent of the total exports being absorbed by the British 
Empire. The exports to the United Kingdom amounted to about 
one-fourth of the total exports, (iv) During the po-st-VVar period, 
as the above table shows, there has been a tendency towards a 
gradual relative decline of the importance of the United Kingdom 
and the British Empire in the trade of India both as regards export.s 
and imports, but specially as regards imports. In recent years 
(since 1931-2), however, there has been a steady improvement in 
the position of Great Britain, although, there was a slight recession 
in 1934-3. This recovery ; has been largely attributed to Great 

* liiiview of . the Trade of India, p- 201. 





Britain’s favourable position in the Indian market under the Ottawa 
Preferences.'' 

With regard to the artificial stimulation of imports from the 
United Kingdom and other Empire countries, we must not forg-et 
that India is a poor country, and the protectionist policy on which 
she ha.s embarked will require on the part of her population various 
kind.s of sacrifice. The capacity of the country to bear further 
burdens on the score of imperial preference is strictly limited, and 
the actual concessions .she may be in a position to grant are likely 
to appear insignificant. 

In 1903 the Government of India expressed the view that ‘from 
an economic standpoint India has something, but not perluips very 
much, to offer to the Empire, that she has very little to gain in 
return, and that she has a great deal to lose or to risk’.'' They 
feared that preference shown by India to Empire countries would 
be met by retaliatory measures against her on the part of foreign 
countries. No doubt the tendency at the present time is to regard 
inter-imperial trade arrangements as strictly matters of domestic 
concern, and not as hostile acts aimed at foreign countries. How- 
ever, whether we can safely regard the danger of retaliation as 
negligible will depend upon the spirit inspiring any particular action 
taken in furtherance of the policy of imperial preference, and the 
extent to which foreign nations are adversely affected by it. Her 
foreign markets arc much too important for India to be lost or 
endangered thi'ough any ill-judged policy of imperial preference. 

As imperial preference implies co-operation of free peoples and 
not dictation by any outside authority, it follows that all proposals 
towards imperial preference must receive the sanction of the Indian 
Legislature before being put into force. How far the Legislature 
will be allowed to exercise a decisive influence in shaping the tarifl: 
policy of the country under the new constitution remains to be 
seen. Everything, of course, depends on the manner in which 
the safeguards and the provisions in respect of discrimination-’ are 
interpreted. 

§6. The Ottawa Agreement.*’ — ^The Imperial Conference which 

’ This subject has been ili.scussetl in greater detail in ch. vi, §13. 

“ This view wa.s repeated by India’s representatives at the Imperial 
Economic Council of 1923. ' . 

“ See vol. I, ch. xiii, §19. 

‘.See Press Notes i.s.sued by the Director : of Public Information, Iiiiiici 
and Ottawa aed India’s Foreign Trade Policy, The ibe.st statement of the case: 
against Ottawa is to be found in D. R. GadgiPs imjieriol Preference for India 
(Gokhale Institute of Politics and Economic-s, Publication No. :2), and the series 
of .-Jt-ticlcs contributed by the same author; to the Servant of India Ijetwecn 



INDIAN ECONOMICS 


65S 

met; in London in October 1930 discussed the question of imperial 
preference and other methods that were suggested, such as the 
Quota System, Bulk Purchase, etc., by which the Empire countries 
could utilize one another more and more effectively for mutual 
advantage. No tangible result was, however, achieved by the 
Conference beyond a mutual assurance on the part of the niem!:)ers 
of the Empire regarding the continuance of existing preferences for 
a period of three years. Sir Geoffrey Corbett, the Indian delegate, 
stated that while India was ready to consider favourably all schemes 
designed to encourage the development of inter-imperial trade she was 
unable to commit herself to any general scheme of preference, and 
that she was not prepared to depart from her policy of discriminate 
protection. At the Imperial Economic Conference held at Ottawa 
during July-August 1932, however, a Trade Agreement was concluded, 
and India found herself participating in just such a scheme of exten- 
sive imperial preferences to which she had all along shown a strong 
antipathy. We have already"- reviewed the Indian Tariff (Ottawa 
Trade Agreement) Amendment Act of 1932 (December) which gave 
effect to the tariff changes necessitated by the general trade agree- 
ment made between the Government of India and His Majesty’s 
Government in the United Kingdom on 20 August 1932. The tariff 
changes so effected came into force from i January 1933. A 
supplementary agreement regarding iron and steel was signed on 
22 September. Both the agreements were ratified by the Indian 
Legislative Assembly. The Ottawa Trade Agreement coul.d be 
terminated at any time after six months’ notice of denunciation by 
either party. We propose here to state briefly the case for and 
against Ottawa, as this will give us an idea of the arguments and 
the passions behind the question of imperial preference as affecting 
India. 

§7. The case for Ottawa. — The first phase of the present 
economic crisis was characterized by a great decline in all prices, 
but a relatively heavier decline in the prices of raw materials. 
In consequence of this, India, along with other suppliers of raw 
materials, -was particularly badly bit. In addition to this, her export 
trade was being subjected to growing competition in western 
markets. Virgin lands in many parts of the world — in Africa, 
South America, the Asiatic Archipelago, etc. — were being brought 
under cultivation, and their products began to be introduced to 
the world markets all the more easily because of the improved 
transport facilities. 


' See ch. xi, §5. 



In other countries also production was expanding-, and foreign 
exporters wlio before the War -were comparatively insignificant were 
now proving- serious competitors : the force of the increased com- 
petition was k-ecnly felt by some of our main exports like oil-seeds, 
textile fibres, food-grains, timber, etc. The position was further 
made, difficult by the policy adopted by many of the ISuropean 
countries and the United States of America of stimulating the 
demand for the products of their own colonics in the tropical and 
sub-tropical regions. Another factor of ominous significance for 
countries like India was the rapid development of synthetic .substi- 
tutes, which tended to reduce the , demand for some of India’s 
staples of export. Many countries, again, had embarked on a 
policy of economic isolationism wdiich led to the erection of higher 
tariff walls, the imposition of ‘contingents’ and quotas, the insti- 
tution of stringent foreign exchange controls and other restrictions 
on the free flow of international trade. 

In the meanwhile (September 1931) Great Britain had abandoned 
the gold standard, and the currencies of India and of most of the 
other Empire countries were linked to sterling. By the Import 
Duties Act of 1932, referred to above, duties had been imposed in 
Great Britain on a wide range of articles covering nearly two-thirds 
of the total imports. Provision was, however, made for the: 
exemption of Empire products from these duties, pending negotia- 
tions with the Dominions and India for the conclusion of reciprocal 
tariff arrangements — negotiations which eventually issued in the 
Ottawa Agreement. In the opinion of its advocates, it was a wise 
step on the part of India to have entered into the Agreement, for 
failure to do so \\fould have meant forfeiture of her access to the 
world’s most. stable and largest open market, namely the United 
Kingdom. As explained above, the normal outlets for India’s ex- 
ports were shrinking- fast. Other countries like France and 
Germany were still struggling with currency difficulties. The 
countries belonging to the sterling group were on the other hand 
comparatively free from these difficulties, and trade w-ith them was 
for that reason likely to be smooth and unhampered by exchange 
embarrassments. For all these reasons it was argued that India 
had acted in her best interests by deciding to participate in the 
Otta,wa arrangements. 

Reviewing the main features of India’s export trade three years 
later (in 1936), the friends of the Ottawa Agreement were able to 
prove, to their own .satisfaction, that India had reaped substantial 
benefits from the Agreement and urged its continuance for a further 
period. , . - . 
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We give below some figures cited as relevant to the issue. 

Total Exports from India 


{In lakhs of rupees) 


Total value 

1931-2 

1932-3 

1933-4 

1934-5 

To all countries 

Index ... .i. 

157,56 

1.33,27 

84-6 

147.52 

93-6 

152,39 

967 

To the United Kingdom 

Inde.x 

42,88 

36,82 

85 '9 

47,21 

48^7 

To other countrieis ... 

Index 

114,68 

96-45 

84-1 

100,31 

87-5 

104,32 

90‘9 


: 

Percentage 
increase in 
1933-4 in 
comparison 
with 

1932-3 

Percentage 
increase in; 

1934-5 in 

comparison 

1933-4 

Percentage 
increase in 
, 1 934-5 in 
companson 
with 
1932-3 

All countries ... 

lo-S 

3-3 

14 

United Kingdom . ... 

28-2 

f8 

30-5 

Other countries' 

4 

3-9 

S 


Exports from India of Articles Enjoying Preference 


(In lakhs of rupees) 


— 

1931-3 

1933-3 

1933-4 

1 934-5 

Total exports ... .... ... 

110.93 

95.04 

' 99, .34 

94,41 

iniie-'i — .. - 


8S7 

8g,6 

857 

To the United Kingdom 

: 33.30 

29,73 

36.48 

36,71 



89-3 

log-s 


Percentage share ol the United King- 
dom in total exports . .... .; 

30-0 

31-3 

: 367 

/ .38^ 

Tp other codtitrics 

t .77.63: i 

• 65,31 

62,86 

: 57,70 : 

Inde.x 

847 , 

i;:, 'Sfo ' 

’ ' '^T3 ' 

Percentage .share of other countries 





: yin; total, exports i ■ j-...:- 

: . 7o;o.-' 

'■ '.■687' 

63'3 

617 






into account so far as statistics are available. 


Exports from Inoia of Articles Not Enjoying 
Preferences in the United Kingdom 
{In lakhs of rupees) 
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while her trade Avith other countries advanced hy only 4 per cent. 
Tlie Increased demand for raw materials was no doubt partly 
responsible for this improvement. But industrial recovery in the 
United Kingdom was by no means uniform over the Avhole range 
of profluction. The degree of recovery was greatest in the heavy 
industries, the raw materials for which are not supplied by India 
on any large scale. Therefore this factor could not be taken as 
accounting' wholly for the increase in India’s exports to the United 
Kingdom. Further, the import trade figures of the United King- 
dom for 1932 and 1933 showed an increase in imports from India 
more than proportionate to the increase in the total imports of 
raw materials, pointing to the conclusion that the preferences must 
have contributed largely to the expansion in India’s exports in 
I933-4' : 

The figures for 1934-5 revealed a certain slowing--down in the 
rate of improvement. But this Avas only to be expected as the 
stimulus of a preferential duty Avould normally be felt most markedly 
in the first year and the rate of development would show a pro- 
gressive decline until the limit of expansion was reached. More- 
over, in the later years certain special factors supervened causing a 
definite check in the trade Avith the United Kingdom in certain 
commodities like tea (of Avhich the exports were restricted in 
accordance Avith an international agreement), while other special 
factors at the same time operated to expand India’s trade Avith 
other countries. For example, there Avere abnormal purchases of 
Indian cotton by Japan to make up for the short purchases during 
the 1933 boycott of Indian cotton in that country. 

The figures given above shoAV that Avhile the export of articles 
in the preferred group rose by about 10 per cent, the export of 
the non-preferred articles rose even higher, namely, by more than 
iS per cent. This AA^as interpreted by hostile critics as justifying 
the conclusion that the extension in the trade in the preferential 
items was due, not so much to the Agreement, as to the general 
increase in the demand for Indian goods in the United Kingdom 
caused by the revival of industrial activity, and further that in 
regard to the preferential items, the preferences granted by the 
United Kingdom Avere of little benefit to India. 

This view, however, ignored several material facts. The total 
imports coming from all sources of the articles on the preferential 
list into the United Kingdom fell by about 22 per cent between 
1931 and 1934. The imports from India thus increased in a market 
AA'hieh AA’as on the whole contracting, and therefore, it was legiti- 
mate to infer that the special factor of imperial preference must 
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have helped. The expansion in the non-prefemitial group was not 
surprising because this group comprised articles which had not to 
face, any serious competition abroad and were for that reason not in- 
cluded in the preferential list. . Again, in the case of some of the 
important items in the non-preferential group, there were certain 
quite specially favourable influences (apart from indu.strial revival) 
accounting for the increase in their off-take. Thus the increase 
in the demand for cotton was largely due to the propaganda of 
the Lancashire Indian Cotton Cornmittee. The increase in rubber 
was due to the restriction scheme; that in metals and ores to the 
renewed activity in the heavy industries (as distinguished from 
general industrial revival) ; that in lac, to speculative purchases by 
the London ‘ring’, which tried to operate a corner in shellac and 
pepper, and so on. 

The contention of the critics of the Agreement that the increased 
exports to the United Kingdom represented merely a diversion of 
trade was met by pointing out that while the increase of exports 
to the United Kingdom could fairly be attributed to the Ottawa 
preferences, the decline in the exports to foreign countries was 
due to the policy of self-sufficiency followed by these countries 
for reasons entirely unconnected with Ottawa. In fact, it was 
precisely this policy of restriction and the consequent loss of trade 
from which both India and England suffered, which formed the 
principal justification for Ottawa. It was no doubt true that India 
had hitherto been able to sell about two-thirds of her exports to 
countries outside the Briti.sh Empire. But that she was finding 
it more and more difficult to retain her hold on these foreign 
markets was not her fault. The system of preferences was a 
measure of self-defence adopted by India. Some of its consequences, 
e.g. a decline in India’s import trade with foreign countries 
followed by a corresponding diminution of her exports to them, 
wei'e no doubt deplorable.^ But they were not of India’s seeking 
and were in the circumstances inevitable. One of the arguments 
against the Ottawa Pact Was that it would lead to retaliation 
against India by her foreign customers. But the various restrictions 
on import trade imposed by foreign countries were universal in 
character and not specially discriminatory against India. They were 
inspired b_v certain new ideals of trade policy, and there is no 
evidence to show that they were the result of irritation due to 
the Ottawa Agreement. 

^ To suppose that thi.s was a probable consequence is not necessarily to 
accept the narrow conception that international trade was merely a series of 
bilateral exchanges instead of being essentially triangular in character. 
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§8. The case against Ottawa. — ^Those who op])oscd the Ottawa 
Pact did so mainly on the ground that it tended to deflect India’s 
trade from its natural channels and to give it a deliberate twist so 
as to inflict serious damage on it. If the preferences decreased 
competition in the United Kingdom, they made it more severe in 
the other far more important foreign markets. An examination 
of the principal items of preference seemed to prove that onh- a 
few articles such as linseed, carpets, rugs and rice had derived 
any positive benefit from the preference. In most other cases the 
vindication of the Ottawa arrangements was found to be either 
insufficient or wholly wanting. For some article.? the preference 
granted was really not needed. For example, the tea trade was 
taking good care of itself through the Tea Restriction Scheme by 
which the main producers of tea, namely India, Ceylon and Java, 
had already come to an agreement amongst themselves. Preference, 
again, was unnecessary where the commodity in question already 
dominated the market in the United Kingdom, as in the case of 
jute manufactures, goat-skins, castor-seed, lac, myrobalans and 
mica. In other cases the possibility of further expansion was slight 
for a variety of other reasons such as (i) the presence of other 
Empire competitors, e.g. Australia in tanned sheep-skins; British 
West Africa in groundnuts ; Australia and Canada in pig-lead; 
Ceylon in coir-mats and spices; British East Africa in coffee. In 
some cases, the United Kingdom market was very small as compared 
to foreign markets, e.g. in groundnuts. Again, as regards certain 
articles, the total exports from India were too insignificant to make 
it worthwhile encouraging trade in them either by preference or 
otherwise, e.g. in rice, barley and tobacco.^ Sometimes, the Indian 
commodity was not of the type wanted in the United Kingdom and 
hence could not benefit from the preference, e.g. Indian tobacco. 
Lastly, the effects of the preference might be largely cancelled by 
the competition of substitutes, as in the case of oil-seeds. 

Another objection was that the preferences either caused a loss 
of revenue to the Government (i.e. in so far as trade was diverted 
from the higher to the lower duty) or to the consumer (i.e. in so 
far as the consumer was compelled to buy comparatively expensive 
goods instead of cheaper non-British goods). Neither the Govern- 
ment nor the consumer in India was in a position to afford this 
sacrifice. : 

Imperial preference may suit the Colonies and Dominions whose 
trade with the United Kingdom is of a complementary character. 

“ Sir Bryce Burt, however, called the . tobacco trade ‘the v.tluablo trade of 
;^Tg, 000,000’ in an Assembly debate. 


Eng-IancI desires the primary products which the Dominions, es- 
pecially Australia and Canada, have to offer, and, as it happens, 
they are able and willing to absorb a great many British manu- 
factures. In both respects India’s position is different. It is more 
advantageous and more feasible for her to find markets for her 
products elsewhere than in the United Kingdom, and her varied 
natural resources make it possible for her to think of self-sufficiency 
as a goal of her ambition, in fulfilment of w'hieh she desires pro- 
tection against the competition of a number of British manufactured 
g'oods at present imported into India. 

The recent trend of India’s foreign trade has been away from 
the Empire’^ and it is most important that she should make ri 
systematic and determined endeavour to retain the foreigit markets 
which absorb the greater part of her exports. Under present 
conditions the only method of achieving this is by entering into 
a series of bilateral agreements with foreign countries.- Ottawa, 
however, has sadly reduced India’s capacity for bargaining by 
tying' her hands in respect of far too large a number of commodities, 
so that she finds she has hardly anything to offer to foreign 
countries in return for any concessions she may seek from them. 
It is not likely that these bilateral agreements with other countries 
tvill seriously affect India’s exports to the United Kingdom. Mast 
of our exports to the United Kingdom are raw materials -which 
British industry is interested in^ admitting free of duty. Moreover, 
England is our main creditor, and payment can only be effected 
through our surplus of exports over imports. At present this sur- 
plus arises mainly in connexion with our trade with foreign 
countries. England must either take the necessary measures to 
enable us to retain our foreign markets or open her o-wit maiLet 
to us to make up for whatever loss we may suffer by the shrinking 
of the foreign markets. Otherwise it -will be impos.sible for India 
to meet her obligations in England. The drift of the argument 
is that we need not fear retaliation on the part of the United 
Kingdom even if we refuse to participate in inter-imperial arrange- 
ments on the Ottatva model. Also retaliation on the part of 
England would endanger her own considerable exports to India- 
worth more than Rs. 50 crores per year. 

An important cause of dissatisfaction with Ottawa was the 
feeling that the Indian Delegation (which did not include any 
responsible representatives of Indian commerce, industry and agii- 
culture) failed to make full use of India’s bargaining strength 
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vis-a-vis Groat Britain and gave away too much and received too 
little in return. The agreement was too hastily devised and enforced 
and tvas not based on any thorough inquiry by a competent body 
such as the Tariff Board, which should have applied tests similar 
to those implied in the policy of discriminate protection before 
recommending any Empire industry to preferential treatment in 
India. . 

§9. Concluding observations on the Ottawa Agreement. — The 
controversy with regard to the effects of tariff arrangements such 
as those embodied in the Ottawa Agreement is difficult to set out 
with precision. The course of international trade is governed by 
a variety of factors and it is impossible to assign definite con- 
sequences to any single factor or to attempt with any confidence 
a quantitative measurement of these consequences. In these 
circumstances, the only course to adopt is to state fairly the case 
on either side leaving the reader to form his own judgement on 
the question, and this is what we have tried to do above. 

A recent debate (March 1936) in the Legislative Assembly on 
the Ottawa Agreement resulted in a verdict against its continuance. 
The following is the text of Mr M. A. Jinnah’s amendment to the 
official resolution on the Ottawa Agreement : 

‘This Assembly i-ecommends to the Governor-General-in-Council 
that the Ottawa Agreement dated August 20, 19321 be terminated 
without delay and notice of denunciation be given in terms of 
Article 14 thereof; the Assembly further recommends that the 
Government of India should immediately examine the trend of the 
trade of India with various other important countries and the United 
Kingdom and investigate the possibility of entering into such 
bilateral trade treaties with them, whenever and wherever possible, 
to bring about expansion of the export trade of India in those 
markets and submit such treaty or treaties for the approval of the 
Assembly.’ 

The amendment was carried by 70 votes to 65.’ The Govern- 
ment of India being committed to abide by the decision of the 
Legislative Assembly, the six months’ notice of termination of the 
Agreement was given on 13 May 1936 and the Agreement conse- 
quently is due to end on 13 November 1936. This period of notice 
affords an opportunit)’' -of concluding a new agreement. Negolla- 
tions are already in progress between the British Government and 
the Government of India, who are being assisted by a panel of 
Indian delegates. A recent Commerce Department communique 
(20 October 1936) states that pending the conclusion of a new 

* See also' §22, 



agreement the two Governments agree that the 1932 Agreement 
shall continue in force subject to termination at three months’ 
notice by either party, unless it is replaced by a new agreement. 
.Also tliat in the event of failure to conclude a new Agreement 
neitliei- j>art}' .shall witlxlrau' the exi.sting preferences without prior 
consultation witli the other parly. It may be hoped that the 
e.xi.stfng .Agreement need not continue indefinitely and that the 
conclusion of a new agreement may be expedited. 

§io. Other trade agreements. — -Wa shall now review the other 
important trade agreements and consider in general the future of 
bilateral trade agreements so far as India is concerned. The trade 
agreements other than the Ottawa Agreement are : (i) The Inclo- 
Japanese Trade Agreement (1934), (ii) The Bombay-Lancashire 
Textile Agreement, popularly knotvn as the Mody-Lee.s Pact (1933), 
and (iii) The Indo-British Trade Agreement (1935). 

§11. Genesis of the Indo-Japanese Trade Agreement. — We have 
already^ referred to the denunciation of the old Indo-Japanese Trade 
Convention of 1904 by the Government of India in April 1933. The 
continuous depreciation of the yen since the beginning of 1933 
placed Japanese exports to India in a very favourable position 
towards the end of 1932-3. The Indian market was flooded with 
cheap Japanese goods, in particular with various kinds of cotton 
fabrics, and the result was that the Indian mills were faced with 
a serious crisis and the Government of India had to intervene. 
The increase in the import duties to 50 per cent arf valorem with 
a minimum specific duty of as. per lb. on plain grey non-British 
cotton piece-goods in August 1932, on the recommendation of the 
Tariff Board, was insufficient to meet the Japanese competition, 
and the Indian textile industry continued to agitate for additional 
protection. His Majesty’s Government on behalf of the Government 
of India tvere thereupon compelled to give the necessary six 
months’ notice to the Government of Japan of their desire to 
abrogate the old Trade Convention (1904) under which Japan en- 
joyed the privilege of the most-favoured-nation treatment. ' So long 
as the trade convention of 1904 remained in force it was not possible 
for the Government of India to take any action agaitist Japan alone 

‘ See (i) Annual Reports- oj the Mill-0~dmcrs\ Association, Bombay, iqjs, i03-t 
and 1Q3S. 

^(ii) Indian Textile Journal, 1933-4, 1934".') July 1936. 

(lu) Review of the Trade of India, in 1933-4 and 1934-5. 

(Jv) Indian Finance, Indo-Japanese Tmde Agreement Supplement, 15 July 
1936. . ■ , 

{v) Report of the Special Tariff. Board on Textile Induslry, 1936, 

(vi) Annual Report of the Indian Merchants’ Chamber, 1934-5. 
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under the Safeguarding of Industries Act, passed in April 1933 
by the Indian Legislature, which empowered tlie Government to 
take tariff action whenever the trade and industry of the country 
was threatened by cheap imports from foreign goods. The decision 
of tlie Government of India to denounce the Indo-Japanese Trade 
Convention led to a movement in Japan for the boycott of Indian 
cotton by way of reprisal. But the agreement between the Japanese 
spinners and raw cotton dealers not to accept Indian cotton was 
not definitely reached until after the promulgation in India, of the 
tariff changes of June, 1933, which announced an increase in the 
duty on foreign (including Japanese) cotton piece-goods to 75 per 
cent ad valorem witli a minimum specific duty of 6f annas per lb. 
on plain greys. A Japanese delegation came to India and met the 
official and non-official representatives of the Government of India 
at Simla in October 1933. After negotiations lasting more than 
three months, the Textile Conference between the Indian delegation 
led by the Hon’ble Sir Joseph Bhore and the Japanese trade 
delegation headed by H. E. Mr Setsuzo Sawada, reached an agree- 
ment. The Japanese boycott was withdrawn in January 1934 and 
at the same time the 75 per cent duty was reduced to 50 per cent 
by the Government of India. A new reciprocal commercial treaty 
was drawn up, and was signed in London on 13 July 1934, although 
the provisions relating to the regulation of imports of Japanese 
piece-goods had come into force earlier, i.e. on 8 January 1934. 

§ 13 . Provisions of the Agreement. — The new Agreement with 
Japan consists of two parts, the Convention and the Protocol. The 
Convention lays down in broad outline the trade relations between 
the two countries in future, and the Protocol specifies the agreement 
reached regarding the importation of cotton piece-goods from Japan 
into India and the export of raw cotton from India to Japan. The 
Protocol without the Convention automatically comes to an end on 
31 March 1937, and, the Convention will terminate on the same 
date, if denounced by either of the contracting parties by giving- 
six months’ notice. 

The main provisions of the Convention are as follows: (i) Both 
the contracting parties agree to extend to each other the most- 
favoured-nation treatment, (ii) At the same time both the parties 
have the right of imposing or modifying from time to time .special 
customs duties on the imports from each other at such rates as 
may be necessary to -correct the effect of any variation in the ex- 
change value of the yen or the rupee in relation to the rupee or 
the yen respectively, subsequent to 31 December 1933. (iii) While 
both the parties reserve the right tp make such changes in their 
customs tariflis as may be necessary for the protection of their own 
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interests, they are agreeable, when requested to do so by either 
of them, to enter into negotiations with the object of reconciling 
as far as possible the interests of the two countries. 

The principal articles of the Protocol are as follows; (1) The 
customs duties to be imposed on importation into India shall not 
exceed the following rates : 

(a) Plain greys. 50 per cent ad valorem or 5^ annas per lb., 
whichever is higher; 

(h) Others. 50 per cent ad valorem. 

(ii) Article 3 of the Protocol prescribes a system of quotas for 
the imports of Japanese cloth into India and the export of raw 
cotton from India, Under this arrangement Japan is allowed to 
export to India in any cotton piece-goods year (i.e. the year begin- 
ning on I April) 125 million (linear) yards of cotton piece-goods 
without any obligation to buy local cotton. But one million cotton 
bales will have to be bought from, India in any cotton year (i,e, the 
year beginning on i January) by Japan if she desires to export 
million yards of cloth to India. This is the basic quota. The 
largest quantity of cotton piece-goods that Japan can send to India 
is fixed at 400 million yards a year. For this purpose the basic 
allotment of 325 million yards rvill be increased by li million yards 
for every 10,000 bales of the excess over 1 million bales taken in 
any cotton year. On the other hand, if the export of raw cotton 
from India to Japan in any year be less than i million bales, the 
allotment of cotton piece-goods will be the basic allotment of 325 
million yards diminished by 2 million yards for every 10,000 bales 
of the deficit. In case the exports of raw cotton from India to 
Japan exceed li^ million bales in any year, she will be credited with 
such excess in the following year. The quota fixed for raw cotton 
and cotton piece-goods is exclusive of re-exports. 

(iii) The sub-allotment of the cotton piece-goods which may be 
sent to India in any year is divided into four categories as follow,s : 

(a) Plain greys ... ■..., ... .45 per cent. 

(b) Bordered greys ... ... ■••.13 percent. 

(r?) Bleached (white) goods ... ... 8 per cent. 

(d) Coloured (printed, dyed or woven) goods .... 34 per cent. 

■' 100 

Traiisfer.s may be made from one sub-allotment to another subject to 
certain conditions, 

§13. Working and results of the Indo-Japanese Trade Agree- 
ment.—The conclusion of the Indo-Japanese- Trade Agreement 
removed the ill-feeling prevailing in both the countries and brought 


670 ' INDIAN ECONOMICS 

feliet' to the cotton grower, the cotton merchant and, to a certain 
OKtent, to the mill-owner in India. The absence of such an agree- 
ment would have resulted in indefinite uncertainty in the cotton 
market on the one hand, and on the other, a further invasion of 
the Indian market by Japanese piece-goods. The greatest gain from 
the Agreement has been secured by the Indian cotton grower, who 
has succeeded in exporting to Japan cotton in quantities appreciably 
larger tlian the quota fixed under the Agreenicnt, The betterment 
of his economic position is also calculated to help the local textile 
industry since the masses are the largest consumers of local fabrics. 
Thi.s conclusion of direct treaty relations (although the treaty itself 
was .signed in London) has also been hailed as a distinct consti- 
tutional gain to India since it adds a further meaning to the Fiscal 
Autonomy Convention. 

Japan has also realized substantial advantages. In the first 
place, she has secured the most-favoured-nation treatment (which 
incidentally has adversely affected some of the nascent and minor 
industries in this country). The reduction in the customs duty on 
Japanese exports of piece-goods to India from 75 per cent to 50 
per cent, which, in the opinion of Indian mill-owners, gives in- 
adequate protection to the industry, is also another big gain to 
Japan. Moreover, the free gift of a modest section of the market 
of 1125 million yards to Japan without any obligation to buy Indian 
cotton is also not a negligible advantage. 

From the Indian standpoint the Indo-Japanese Trade Agreement 
of 1934 has been adversely criticized, and latterly the feeling is 
growing- in the country that India has not come off well in the 
bargain. The greatest dissatisfaction has been expressed against 
the working of the quota system. The non-official advisers to the 
Government of India in the Indo-Japanese trade parleys for the 
renewal of the Trade Agreement, which began in July 1936, have 
declared that the quota arrangement has failed to maintain the 
price level in the cotton textile industry and has lent itself to a 
considerable amount of evasion. The Japanese as well as the Indian 
merchants in Japan have promptly taken advantage of the loop- 
holes in the quota system, and have thus frustrated its main object, 
namely the limitation of the amount of cloth coming from Japan. 
Fents* are outside the quota, and though Japanese manufacturers 
and exporters have, not sent any considerable quantity of cloth in 
this form, Indian merchants in Japan have developed a big trade 
in it in recent years. So also artificial .silk goods are not included 

' Fonts are rejected- cuttings of cloth pieces which are imported at a 
smaller customs duty, being belojv the .standard length. 
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under the quota, and large quantities of them have arrived in India 
from Japan. Another ingenious method adopted by Japane.se 
exporters to circumvent the quota arrangement is to send made-up 
cotton goods such as .shirts, dresses, skirts, etc., rvhich have in recent 
years flooded the Indian market. It is also alleged that considerably 
quantities of Japanese piece-goods, re-exported from India to 
Afghanistan and Nepal, are smuggled back across the border into 
British Indian territory. Thus it is shown that Japanese exports 
to India have in spite of the Protocol increased, and have 
thus defeated its agreed purpose. The linear yard basis has 
been abused, and cloth of greater width has been exported to 
India, 

It is further pointed out that Japan has taken full advantage 
of the most-favoured-nation clause in the Agreement, and has 
dumped large quantities of cheap miscellaneous manufactured goods 
such as glassware, boots, .shoes, hardware, woollen goods, cycles 
and umbrellas. This has adversely affected the position of a 
number of small nascent Indian industries and handicrafts. Customs 
statistics show that the imports of miscellaneous Japanese products 
into India have in recent years risen by several crores of rupees, 
so that Japan’s adverse balance of trade with India has been wiped 
out. The trade figures for the last ten years show that, whereas 
in the first five years of the last decade the balance of trade wa,s 
very much in favour of India, the opposite has been the case 
during the last five years. Japanese purchases of Indian pig-iron, 
jute and oilseeds have considerably diminished. On -the other 
hand, the range of goods imported from Japan, as also the quanti- 
ties imported, have appreciably increased. It is, therefore, argued 
that a comprehensive ti-adc agreement is necessary rather than an 
agreement restricted to the barter of raw cotton against cotton 
piece-goods. 

As regards the large purchases of Indian cotton made by Japan 
in excess of what the Protocol contemplated, it has been urged 
thjit Japan buys all this cotton not as a favour to hidia, nor under 
compulsion under the Protocol, but because, she wants a cheap raw 
material. During 1934-5, the first complete, year since the opera- 
tion of the Indo-Japanese Trade Agreement, she bougdit 2,010,600 
bales of Indian cotton. Her average cotton takings from India 
for^the last ten years have been a million and a half bales. It is, 
therefore, maintained by non-ofiicial commercial opinion in India 
that the ininimum oll’-take of Indian cotton by Japan should be 
increased from I million to : at least ij million. It is argued that 
the cotton off-take of Japan will not diminish for some years unless 
the Japanese replace cotton in their industries by staple fibre. 
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§14. Proposed modifications of the Indo-Japanese Trade Agree- 
ment. — All tliese points of criticism against the Indo-Japanese Trade 
Agreement are at present receiving a great deal of attention in 
view of the trade parleys between India and Japan concerning 
the renewal of the existing Trade Agreement, which expires on 
31 March 1937. Japanese textile technical experts have arrived 
in India to assist and advise Mr Yonezava, the Japanese. Consul- 
General. The non-official Indian advisers to the Commerce Depart- 
ment of the Government of India, which is represented by Mr 
Stewart, the Secretary to that Department, recently met at Simla 
and it is good augury for the negotiations now in progress that, 
unlike on the last occasion, there is no disagreement between the 
Indian industrialists and cotton growers. They appear to be 
united in their demands. In the first place, it is recommended 
that while the agreement concerning the Japanese oft'-take of Indian 
cotton should continue as at present, there should be a substantial 
reduction (say by fifty million yards) in the quantities of Japanese 
cotton piece-goods imported into India. It is also urged that there 
should be a quota for fents and that it should not exceed an 
amount equal to a-J per cent of the general cotton piece-goods 
quota. It is further proposed that to check the growing imports 
of artificial silk piece-goods into India from Japan, these goods 
should be included in the general piece-goods quota. The same 
procedure should be adopted as regards made-up cotton-cloth 
garments. The quota should be fixed on the square-yard basis 
instead of the linear yard basis. A further recommendation is that 
low-grade Japanese yarn (that is, yarn of staples up to sos) 
should be subject to a quota. Finally it has been urged that 
under the new agreement there should be either quotas for imports 
of miscellaneous goods, or such higher specific import duties as will 
protect the small home industries of India. As regards the last 
proposal; its , bearing on the customs revenue position of the 
Government of India will have to be considered and a due recon- 
ciliation of the two points of view effected. 

The Japanese case has not yet been made known in this 
country. It Is obvious, however, that Japan would not accept 
everything proposed on the Indian side and would do her best 
to secure as advantageous terms as possible. In this connexion 
we should do well to remember that India at present needs, an 
efi’ective outlet for much of the raw cotton she grows. The Indian 
mills absorb roughly 50 per cent of the five million bales of cotton 
produced in the country. Although there is considerable scope for 
the expansion of the Indian cotton textile Industry and although 
Lanca-shire mills are now using more Indian cotton than before, it 


cantiDl, be denied that there will continue to be a substantial export- 
able surplus of Indian cotton. The continental demand for Indian 
cotton is not guaranteed and will not in any case absorb more than 
a small percentag'e of our cotton. Japan today is the largest single 
buver of our cotton and therefore, to a certain extent, holds the 
key position. It is not altogether wise to assume that Japan must 
and will buy our cotton. She has alternative sources in America, 
t'hina and Egypt. At the same time our position as sellers ol 
cotton to Japan is not so weak that Japan can dictate terms to us. 
The circumstances under which the new Trade Agreement is being 
negotiated are more propitious than in the case of the 1933-4 
ment. Then the Agreement was negotiated when the Japanese 
boycott of India’s cotton was actually in force. Also the Indian 
delegates were not united among themselves. So far our present 
bargaining position is distinctly stronger. 

§15. The genesis of the Bonibay> Lancashire Textile Agreement 
(Mody-Lees Pact). — Following the conferences betw'een the re- 
presentatives of the Indian and British cotton textile industries 
which opened in Bombay on ig September 1933, an understanding 
was reached to which the respective parties were the Millowners’ 
Association, Bombay, then pre.sided over by Mr (now Sir) H. P. 
Mody, and the British Textile Mission to India led by Sir William 
Clare Lees. This agreement is popularly called the Mody-Lees Pact. 
Before the Lancashire Textile Mission came out to India, Mr Mody 
had visited England as a member of the London Committee on 
Reserve Bank of India legislation. In his meetings and di.scussions 
with prominent leaders of the Lancashire textile industry, he 
indicated the possibility of adjusting the. relations between Lancashire 
and India on a co-operative basis if Lancashire interests could be 
relied upon to lend their support to the .solution of the political 
problems of India and if it were also made clear that Lancashire 
freely acknowledged the right of India to frame her policy, whether 
in regard to tariffs or to any other measures, with reference mainly 
to her own national needs. He also stated that the great problem 
which confronted both the Indian and British cotton industries at 
the moment was in connexion with Japanese competition. He 
welcomed the proposal to send a trade delegation from the Lancashire 
industry to India, to discuss with Indian textile interests matters 
of common interest. Such a visit . Implied the admission that the 
Indian questions could only be dealt with in India. He also ex- 
pressed the hope that Lancashire Avould work for the principle of 
reciprocity in trade relations, in markets outside India in which 
both England and India were interested. 

The Lancashire Trade Mission on their arrival in India met the 
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rcprcsealatives ol' tlie Indian texl ilc industry in Hoiiiliro . I he 
discussions were resumed at Simla, where netjotiations were tlien 
in progress with the Japanese trade delegation for a commercial 
agreement between India and Japan. 'I'here were sharp differences 
among the representatives of the Indian textile imiuslrv, and the 
attempt to secure a common front failed. It w'as, however, found 
possible for Lancashire to conclude an agreement with the 
Millowners’ Association, Bombay, ■which represented nearly 50 per 
cent of the total looiiis and spindles installed in the countin'. 

§16. Provisions of the Mody-Lce-s Pact. — The main features 
of the agreement wi'hich w’as signed on S October 1933 at Bombay 
and evhich was to remain in operation till 31 December 1935, were 
as follows : : 

(i) It was agreed that the Indian cotton textile industry was 
entitled to a reasonable measure of protection against the imports 
of the United Kingdom yarns and piece-goods. It was also agreed 
that under the present conditions, owing to lower costs and other 
factors operating in foreign countries, the industry required a 
higher level of protection against them than against the United 
Kingdom. 

(ii) As -regards cotton piece-goods, it was agreed that, if and 
when the revenue position of the country made it possible for the 
Government of India to remove the general surcharge on all imports 
imposed in October 1931, the Indian side would not make fresh 
proposals with regard to the duties applicable to the United 
Kingdom imports. 

•(iii) A lower scale of duties on cotton yarns and artificial silk 
piece-goods imported into India from Lancashire was agreed to 
on the Indian side. 

(iv) In so far as the Empire and other overseas markets w ere 
concerned, it was agreed that any advantages which might be 
arranged for British goods should be extended to Indian goods, 
and that India should participate in any quota which might be 
allocated to the United Kingdom in markets in which India had 
no independent quota. In respect of overseas markets in which 
the Indian mills were without established connexions, it was agreed 
that the Manchester Chamber of Commerce should use its good 
offices to bring about contacts between Indian manufacturers and 
British houses already established in those markets. 

(v) In regard to raw cotton, an undertaking was given that 
the British Textile Mission would be prepared to recommend 
effective action being taken to promote the use of the Indian raw 
material and keep the Indian side regularly in touch with develop- 
ments. It was further agreed that other avenues of co-operation 


OTTAWA ANI.) OTUEU TEADli AORUEMENTS 675 

in this field should be explored in the interests of the Indian cotton 
grower. 

§17. Pros and cons. — 'Ihc Hoinbay-Lancashire .Vgrceuienl was 
(he first attempt to achieve by agreement the co-ordination of Indian 
and Britisli interests. In, the judg-enient of some people, the Agree- 
ment liad abundantly justified itself. It had brought about a very 
considerable increase in the off-take of Indian cotton by laincashire 
(thanks to the efforts ol the Lancashire Cotton Committee to bring 
about an increased use of Indian cotton in Lancashire mills), and 
thus conferred much benefit on the , Indian agriculturist. It had 
further earned the sympathy of Lancashire for the progress of 
Indian constitutional reforms; and had demonstrated the way 
British and Indian commercial interests could live together in a 
spirit of friendly rivalry instead of in the old atmosphere of mutual 
suspicion and distrust. Lancashire had also frankly recognized 
the need for adequate protection to the Indian textile industry as 
against itself, and offered its good offices to promote the 
interests of the Indian textile industry in overseas and colonial 
markets. 

On the other hand, the critics of the Agreement argued that 
it had not the support of the whole Indian textile industry and 
that, while India had conferred substantial and definite benefits 
(i.e. reductions in duties on cotton and artificial silk piece-goods) 
on Lancashirej the latter merely made certain promises without any 
definite commitments. The Agreement had meant the withdrawal 
of much of the protection previously enjoyed by the Indian industry. 
As to over-seas markets, since the Bombay mills were unable to 
stand unaided even in the home market, they coUld hardly be ex- 
pected to make much headway in the overseas markets even with 
the help and good-will of Lancashire. Lastly, as regards the use 
of Indian cotton by Lancashire mills, the Agreement merely held 
out a vague promise and did not require Lancashire to buy a 
minimum quantity of Indian cotton as in the case of Japan. 
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on behalf of the Government of India that, thouj^'h it was intended 
to alTord the textile industry jjrotection for a period of five years, 
the tariff rates 011 British goods would i-emaiii in force for two years 
in accordance with the Bonibay-Lancasliire 'I'extile Agreement. On 
the expiry of the two years covered by the Agreement, the duties 
on the British goods for the remaining period of protection wouhl 
have to be decided on a review of the coiKlition.s then existing and in 
the light of such experience as might have Iieen gainwl. Accordingly 
a special Tariff Board was appointed by the Government of 
India on 10 September 1935, to undertake the inquiry foreshadowed 
in Sir Joseph Bhore’s speech. The Report of the Tariff Board was 
recently (June 1936) released for publication. Simultaneously, the 
Government of India announced, by a notification under Section 
4 (i) of the Indian Tariff Act, immediate reduction in the rates of 
duties on Lancashire piece-goods as recommended unanimously by 
the Tariff Board. The recommendations of the Tariff Board 
were : 

(i) That the duty on plain grey goods should be reduced from 
25 per cent ad valoretu or 4 3/8 annas per lb. whichever was higher, 
to 20 per cent ad valorem or 3-^ annas per lb. whichever was higher. 

(ii) That the duly on bordered grey, bleached and , coloured 
piece-goods (other than prints) should be reduced to ao per cent 
ad valor em. 

(iii) That the duty on cotton yarn should remain the same. 
The Tariff Board made no recommendations regarding printed 
goods, having regard to the fact that the Indian textile printing 
industry was still in its infancy. In the ca.se of artificial silk the 
Board found it difficult to make any proposals because of insuffici- 
ency of data. 

Lancashire professed to be disappointed that the tariff reduc- 
tions were not as substantial as the case merited, and that printed 
goods and yarn were excluded from the new schedule of duties. 
On the other hand, prominent Indian business men criticized the 
reduction of duties as detrimental to the interests of the mill 
Industry in the country. The action of the Government in effecting 
an immediate reduction in the rates of duty by issuing a Notifica- 
tion without consulting- the Indian Legislature was also severely 
censured. The denunciation of the Ottawa Agreement had ag-ain 
thrown the whole question of inter-Imperial trade relations brio 
the melting-pot, and it was urged that the Government should not 
have taken such hurried action with reference to an important 
British import until India had had time to define her future trade 
policy more clearly. Further, no attempt seems to have been made 
to obtain any special concessions from Lanca.sbirc in return for the 
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reductioi'i of tlic duties. Since the Mody-Lces Pact terniiiiated in 
Decembei- 1935, it is not even clear whether Lancashire’.s under- 
taking- to promote the use of Indian cotton in English mills still 
■stands. 

'I'hc (jovernment, in defence of the action taken by them, argued 
that the cuslom.s rcveiuie frorii imports of plece-gO( 3 cls was falling 
off in April and May (1936) mainly owing to the uncertainty re- 
garding the tariffs; that the power granted to the Government 
under the Indian Tarlll' Act (1894) could be cxerci.sed for reducing 
as well as increasing the protective duty ; and that it had been 
exercised twice before when the duty on jion-BritisIr (Japanese) 
piece-goods was increased to 50 per cent in August 1932, and in 
June 1933 when it was increased to 75 per cent. There was thus 
precedent for the action taken by the Government. 

As regards the statement in the Mody-Lees Pact, that the duty 
would be reduced along with other surcharges, it was pointed out 
by the Government of India that after the conclusion of that Agree- 
ment this duty was consolidated into a 25 per cent ad valorem duty 
by an amending- Act (1934), and therefore it no longer belonged 
to the category of surcharges. 

§19. The Indo-British Trade Agreement. — ^The Bombay-Lanca- 
shlre Agreement was followed up by the Indo-Brltish Trade Agree- 
ment in 1934 (actually signed on 9 January 1935). The Agreement 
was supplementary to the Ottawa Trade Agreement and was to be 
in force during the currency of the. Ottawa Agreement. 

The following are the principal undertakings on the part of the 
.signatories : 

(i) It is recognized that while protection to an Indian industry 

may be necessary in the interest of the economic well-being of India, 
the conditions may be such that an Indian industry require.s a higher 
level of protection against foreign goods than against Imports of 
United Kingdom origin. , ' , 

(ii) His Majesty’s Government recognize that under existing 
conditions import duties constitute an indispensable element in the 
revenues of the Government of India and that revenue considerations 
must be given due weight in fixing the level of import duties. 

(Hi) The Government of India undertake that protection will 
be afforded only to such industries as after due inquiry by the 
Tariff Board have, in the opinion of the Government of India, 
established claims thereto in accordance with the policy of discri- 
minate protection. This undertaking .shall not apply to the safe- 
guarding of industries under the Safeguarding of Industries Act 
of 1933. The measure of protection to be afforded shall be only 
,so mvich as, and no ipofe than, will equate prices of importeejj 



678 INDIAN ECONOMICS 

goods to fair selling prices for similar goods produced in India/ 
and subject to this condition, lower rates of duty whenever possible 
shall be injposed on goods of United Kingdom origin. 

The dilTerential margins of duty established in accordance with 
the principles thus laid down as between the United Kingdom 
goods on the one hand and foreign goods on the other, shall not 
be altered to the detriment of the United Kingdom goods. 

The Government of India’s right to impose an overriding 
revenue duty on imported goods, higher than the protective duty 
required, is not affected. 

(iv) When the question of the grant of substantial protection 
to an industry is referred to the Tariff Board, the Government of 
India will afford full opportunity to any industry concerned in the 
United Kingdom to state its case and answer cases presented by 
other interested parties. The Government of India further under- 
take that in the event of any radical change in the conditions 
affecting protected industries during the currency of the period of 
protection, they will on the request of His Majesty’s Government, 
or of their own motion, cause an inquiry to be made as to the 
appropriateness of existing duties from the point of view of the 
principles laid down in Article (iii) above, and that in the case of 
such an inquiry full consideration will be given to any representa- 
tion which may be put forward by any interested industry in the 
United Kingdom. 

(v) His Majesty’s Government will give consideration to the 
steps that might be taken to develop the import from India of 
raw or semi-manufactured materials used in the manufacture of 
articles which are subject to differential import duties in India. 
They also undertake to take further steps to stimulate the use of 
Indian cotton (in pursuance of .'Vrticle 8 of the Ottawa Agreement) 
in all possible ways, including research, commercial investigation, 
market liaison, and industrial propaganda. 

(vi) His Majesty’s Government undertaice to continue the 
privilege of duty-free entry of Indian pig-iron into the United 
Kingdom so long as the duties on articles of iron and steel imported 
from the United Kingdom into India are not less favourable than 
those provided for in the Iron and Steel Protection Act, 1934. 

By an exchange of notes. His Majesty’s Government undertook to 
invite the Governments of the Colonies and Protectorates to aceord 
the same favourable treatment to Indian cotton goods as may be 
proposed for similar United Kingdqm cotton goods in order to 
faqilitate their sale in competition with foreign cotton piocc-goocls, 
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Likewise the. Government of India undertook that as soon as the 
sec-ond siuxliarge comes off as a g-eneral measure, the tariff rates 
on the United Kingdom cotton piece-goods will be reduced to 20 
per cent ad valorem or annas per lb. on plain grc}' g'oods, and 
20 per cent ad valorem on other goods, provided that, on the expiry 
of the ]5eriod of the Bombay-Lancashire Agreement of 28 October 
1933, the duties on the United Kingdom goods for the remaining 
period of protection will be fixed on a review of conditions then exist- 
ing and in the light of such experience as may have been gained. 

§20. A critical review of the Indo-British Trade Agreement. — 
The Indo-British Trade Agreement had on the whole a hostile 
reception in the country. The business community felt aggrieved 
that commercial opinion in India had not been consulted. The 
Legislative Assembly, when called upon to take into consideration 
the new Agreement, passed a resolution for its termination 
(January 1935). The official defence put . forward by Sir Joseph 
Bhore was that the Agreement was merely a formal statement of 
the principles and practices of discriminating protection which had 
from time to time received the approval of the Indian Legislature. 
There was no necessity to consult commercial opinion as no new 
departure of principle or practice was involved. The Fiscal Auto- 
nomy Convention was not changed, nor was the policy of discri- 
minate protection. In the words of Sir Joseph Shore, ‘We have 
done nothing more than crystallize our past fiscal practices and 
conventions which have been accepted or laid down either directly 
or indirectly by the Legislature’. The Agreement was justified on 
the ground that while British interests did not desire to question 
the existing policy regarding discriminate protection, etc., they 
wished Indian policy to be defined and elarified so that there would 
be no misunderstanding hereafter. The Agreement, it was main- 
tained, ‘implemented implied promises given at Ottawa and the 
definite promises given to the Clai'e Lees Deputation’. The Viceroy 
stated that the Indo-British Agreement would improve the political 
and trade relations between Britain and India. It would relegate 
the safeguard-s provided by the new con.stitution to regions where 
they would lie unused. The Agreement conferred, on India material 
benefits under Articles 3 and 6, regarding the increased consumption 
of Indian cotton and of raw and semi-raw ' materials, and the pri- 
vilege of duty-free entry of Indian pig-iron into the United Kingdom. 
India was also promised a share in .such facilities as might be 
granted to British cotton goods by the Colonies and Protectorates. 
It may also be said in favour of the Agreement that it is based 
on tthe principle of goodwill and- friendship. It recognizes India’s 
status us a high contracting part^’. The United Kingdom seeks 


understanding- by negotiations conducted through channels recog-- 
nized in the. intercourse of modern Governments. 

On the other hand, tlic representatives of non-oflicial commercial 
opinion in India strongly criticized the Agreement on the. .ground 
that it whittled down the Fiscal Autonomy Convention, as also 
valuable principles of discriminate protection established since 1923. 
Tlierc was also absence of reciprocity, the Agreement being drawn 
more in the interest of the United Kingdom than of India. While 
India gives certain definite undertakings, the United Kingdom 
inerely offers to consider various steps that might be taken to develop 
the u.se of Indian cotton, etc., and extends certain vague promises 
to India of little or no material use at present. 

It was also argued that the Agreement enunciated principles far 
more dangerous than any quotas or reductions in the percentages 
of duties. It was not desirable to reopen the que.stion of protection 
when once it had been granted for a definite period, e.specially at 
the instance of the United Kingdom. Such a policy was likely to 
be an impediment to the industrial development of India and to 
hamper the starting of new industries. 

The defenders of the Agreement maintained that even under 
the new Agreement India retained complete freedom to control her 
tariffs. As regards the reopening of the question of protection, it 
was pointed out that the Government of India had never abandoned 
the duty of re-investigating the case of aii Indian industry, if 
radical alterations occurred in the conditions affecting tlie industry. 
Sir Joseph Bhore also added that Indians had a statutory right 
under the British Import Duties Act of putting their case before 
the Board of Trade in the United Kingdom. 

§21. The new policy of bilateral agreements. ---An outstanding 
feature of the history of recent commercial policy, especially since 
1932, has been the increasing activity displayed by a number of 
trading countries, particularly in Europe, in the conclusion of short- 
term bilateral trade agreements. This offers a striking contrast 
to the old trade policy, based on the most-favoii red-nation principle 
which was until recently widely in operation. 

Of the many types of bilateral agreements the most common 
are: (i) Clearing and (ii) Compensation or Barter Agreements. 
The latter provide for the direct exchange of goods and thus obviate 
the necessity of devising means of payment. Such agreements may 
be entered into between two. Governments or two private persons or 
firms ill the two countries. . The clearing agreements do not specify 
the particular commodities to be exchanged. They arc designed 
mainly to regulate bilateral trade so as to produce as far as possible 
{Itl exact balance of exports and imports and to regulate foreign 
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exc-hans’e.^ It is no doubt still customary to insert the most- 
favoured-nation clause in such bilateral agreements; but the opera- 
tion of the clause is rendered nugatory by the simultaneous inclusion 
of provisions relating to financial and quota arrangements, industrial 
undertakings, regrlonal preferences, etc. 

§22. The movement for bilateral agreements in India* — The 
business community in India views with great alarm the deterioration 
of India’s trade balance in merchandise in recent years owing to 
tlie imposition of various restrictions by India’s foreign customers 
in the form of prohibitions, monopolies, quotas, exchange restrictions, 
license .systems, etc. The Government of India are being urged to 
enter into bilateral agreements with all the Important countries with 
which India has commercial relations, especially with Germany, Italy, 
Iran and Turkey, whose policies of regulated commercial exchange 
have had particularly serious repercussions on India’s export trade. 
The Issue before the country is: should India abandon her IradiLional 
policy of the universal most-favonred-nation treatment in favour of 
a system of bilateral trade agreements? Point ha.s been lent to 
this controversy by the recent (March 1936) vote of the Legislative 
Assembly in favour of the termination of the present Ottawa Agree- 
ment and the adoption of Mr Jinnah’s amendment to the Govern- 
ment motion recommending that the Government .should examine 
the trend of India’s trade with a view to entering into bilateral 
trade treaties.^ 

§33. The case against bilateral agreements. — While the Govern- 
ment of India seem thus to be. committed to the policy of bilateral 
treaties, they are not convinced of the desirability of adopting such 
a- policy. In their judgement nothing in the study of the world 
economic conditions in the past few years, or in India’s present 
circumstances, has shown that any departure from the accepted 

’ The theory of the operation oF a bilateral dcarin{f .system is as follows; 
Tn each of the contracting cmmtrie.s importcr.s of gotjcLs from the other country, 
instead of paying the supplier direct, pay into a special clearing office (usually 
managed hy the Central Bank) the value, in the national currency, of the 
gond.s imported. From the amounts so received the clearing office takes the 
sums necessary to pay n.itional exporters for goods sent by them to the 
contracting country. The exporters are paid in chronological order as payments 
are made by the importers to the clearing house in the other country. Direct 
relafions between the exporters of one country; , and the importers, in the other 
are thus replaced by triangular relationships (exporters — clearing house— im- 
porters) in each of the countries, and a direct, relationship between the two 
clearing houses. Sec Press Note III on India's Foreign Trade Policy issued by 
the Director of Information with the Government of India; al.sp; Paul Eipzig, 
Exchange Control, pp.151-2. . . . , ‘ 
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policy is necessary. ‘ It is urj^ed that India’s export trade consists 
mainly of a comparatively few raw mzitcrials sent to the. "reat rvoiid 
markets, and it is essential for her prosperity that she should have, 
a favourable lialiince of trade and should have, to the greatest extent 
possible, free and unrestricted access to these markets. She can 
therefore ill afford to risk the closing; of any door now open to her 
by virtue of most-favoured-nation rights. Not only do bilateral 
trade agreements tend to produce immediate diminution of the total 
trade of the. contracting parties, but the diversion of trade from it.s 
natural channels is also likely to inflict serious damag-e on third 
parties. The policy of preferring a favourable balance to an increase 
in the total volume of trade must lead to the extinction of all trade 
balances and the permanent shrinkage of international trade. India 
stands to lose rather than to gain by adopting a policy which at best 
would reduce her foreign trade to a balance of exports and imports. 
Restriction of imports, it is maintained, may be a regrettable neces- 
sity in the case of ‘distress' countries like Germany, but the adoption 
of such a measure by reasonably pi'ospcrous countries like India 
would be sheer defeatism. 

As regards bilateral agreements with countries like Germany, 
Italy, Iran and Turkey, we are invited to bear in mind, in the first 
place, that India has normally a favourable balance of trade with 
these countries, i.e. she sells more to them than she buys from 
them. A country which is prepared to restrict its imports will always 
drive a hard bargain with another anxious to sell. Moreover, the 
exports of these countries to India would directly compete with the 
products of Indian industries. It must also be borne in mind that 
India no longer holds a dominant position in the world’-s markets 
as a supplier of food and raw materials. F'or instance, Germany 
is now obtaining largo quantities of raw materials formerly bought 
from Intlia from countries with whom clearing agreements have 
been ma<!e. Thus cotton is being obtained from Brazil, Peru, Egypt 
and Turkey, hides and .skins from Soutli America, oil-.seeds from the 
Argentine and the French Colonies, and so on. Allowance has also 
to be made for the fact that the uncertain character of tlie genertil 
economic conditions and of the currency situation in these countrie.s 
would militate against sound bilateral agreements being made with 
them. 

There are difficulties to . be faced with other countries. ‘For 
example, France i.s paying a great deal of attention to the encourage- 

kXhe grounds otr which this conclusion is ■based have been set fonli in the 
Pres.s Notes issued in ..March 1936 by the Director of Information with the 
Qoverriment of India ■regarding India ts foreign, trade policy, 
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ment of imports from her Colonies and has grown to like the milder 
ami more delicate-flavoured China tea better than Indian tea. Again, 
The United States of America is still bent on its isolationist tactics 
and is concentrating on internal commerce and development rather 
llian on foreign trade. Thus the conclusion of successful bilateral 
.-igrc'cments with these countries will be a very difficult matter. 

If a long view is tak'cn, it must be remembered that India cannot 
isolate herself from the world and retain her present importance as 
a commercial unit. She miust seek an outlet for her surplus produce 
in world markets, and her ultimate prosperity is dependent on the 
general prosperity of the world trading community. Her true 
interest therefore lies in the restoration of the free and unrestricted 
flow of international trade on which world prosperity depends. 

§24. The need for bilateral agreements.— On the other side, 
however, it can be argued that the prospects for world recovery and 
restoration of freedom in international trade are at present far from 
bright. The present tendencies towards economic nationalism, self- 
sufficiency and bilaterism in trade are likely to be inten.sified rather 
than diminished in strength in the near future. In these circum- 
stances, India must fall in with the new policy of trade regulation 
in sheer self-defence, and she has already made a beginning in the 
Ottawa and Indo-Japanese Trade Agreements. 

Great Britain and Japan are no doubt two of our most important 
customers and it is highly desirable that we should renew our Trade 
Agreements with them on as advantageous terms as we can secure. 
We must, hoxvever, cast our net wide and fully explore the possi- 
bilities of suitable bilateral agreements with other customers also, 
such as the United States of America, Germany, Italy, Turkey, 
Iran, Canada, Ireland, Australia, and Ceylon, and endeavour to 
secure some relief from the various restrictions to which our exports 
to some of these countries have latterly been subjected. An- altitude 
of laisscs-faire in this matter docs not appear to be very helpful at 
the ]Dresent juncture, and delay will only add to our troubles. It 
has been proposed by commercial bodies like the Indian Mecebant.s' 
Chamber, Bombay, that in order to lay a suitable foundation for 
negotiating trade treaties, India should adopt a scheme for regulating 
her imports and exports with reference to those countries which have 
adopted restrictive measures. At the same time, she .should throw 
her full weight In favour of all such attempts , as may be made to 
remove the present restrictions on world trade and to restore to that 
trade even a fraction of the freedom it enjoyed a few years ago, 
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